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1 DIRECT TESTIMONY OF KEVIN c. HIGGINS

2

3 I. In tro d u c tio n

4 Q Please state your name and business address

5 A Kevin C. Higgins , 215 South S ta te  S tree t, Suite  200, Sa lt Lake  City, Utah

84111

7 Q. By whom are you employed and in what capacity

8 A I am a  P rincipa l in the  firm of Ene rgy S tra tegie s , LLC. Ene rgy S tra tegie s

is  a  priva te  consulting firm specia lizing in economic and policy ana lys is

applicable  to energy production, transporta tion, and consumption

11 Q On whos e  beha lf a re  you tes tifying in this  proceeding

12 A My te s timony is  be ing sponsored by Phe lps  Dodge  Mining Company

("P he lps  Dodge ") a nd Arizona ns  for Ele ctric Choice  a nd Compe tition ("AECC")

AECC is  a  business  coa lition tha t advoca tes  on beha lf of re ta il e lectric customers

in Arizona . AECC is  a  pa rty to the  Tucson Ele ctric Powe r Compa ny ("TEP")

Se ttlement Agreement tha t was approved by the  Commission, with some

modifica tion, in 1999, and which is  the  subject of cons ide rable  discuss ion in

TEP 's  tiling in this  docke t

19 Q Were  you pe rs ona lly involved in  the  negotia tions  tha t re s ulted in  the  TEP

Settlement Agreement?

21 A Yes , I was  close ly involved in the  negotia tions  on beha lf of AECC. I a lso

tes tified be fore  the  Commiss ion in support of the  Se ttlement Agreement in 1999



1 Q. Did you testify in the proceeding that addressed TEP's request to amend

Decision No. 62103. Docket No. E-01933A-05-0650?

Yes. I filed direct and surrebutta l te s timony and was  cross  examined in

tha t proceeding. Docke t No.E-01933A-05-0650 provided an extens ive  record

re futing TEP 's  cla im tha t the  1999 Se ttlement Agreement requires  S tandard Offe r

genera tion ra te s  to be  se t equa l to the  Marke t Genera tion Credit ("MGC"). By this

re fe rence , I am incorpora ting without change  my te s timony from Docke t No.E

01933A-05-0650 into my te s timony in this  proceeding

9 Q Pleas e  des cribe  your profes s ional experience  and qualifica tions

My academic background is  in economics , and I have  comple ted a ll

coursework and fie ld examina tions  toward the  Ph.D. in Economics  a t the

Unive rs ity of Utah. In addition, Shave  se rved on the  adjunct facultie s  of both the

Univers ity of Utah and Westminste r College , where  I taught undergradua te  and

graduate  courses  in economics. I joined Energy Stra tegies  in 1995, where  I assis t

priva te  and public sector clients  in the  a reas  of energy-re la ted economic and

policy ana lys is , including eva lua tion of e lectric and gas  utility ra te  ma tte rs

Prior to joining Ene rgy S tra tegie s , I he ld policy pos itions  in s ta te  and loca l

government. From 1983 to 1990, I was  economist, then ass is tant director, for the

Utah Energy Office , where  I he lped deve lop and implement s ta te  energy policy

From 1991 to 1994, I was  chie f of s ta ff to the  cha irman of the  Sa lt Lake  County

Commiss ion, where  I was  responsible  for deve lopment and implementa tion of a

broad spectrum of public policy a t the  loca l gove rnment leve l

23 Q Have you previously testified in other cases before this Commission?

20369751
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1 Yes. I have  te s tified in a  number of proceedings  be fore  this  Commiss ion,

2 including the  gene ric proceeding on re ta il e lectric compe tition (1998), the

3 hea rings  on the  Arizona  Public Se rvice  Company ("APS") Direct Access

4 Settlement Agreement (1999), the  hearings on the  TEP Direct Access  Se ttlement

5 Agreement (1999), the  AEPCO transition charge  hearings  (1999), the

6 Commiss ion's  Track A proceeding (2002), the  APS adjus tment mechanism

7 proceeding (2003), the  Arizona  ISA proceeding (2003), the  APS genera l ra te  case

8 (2004), the  Trico ra te  case  (2005), the  TEP ra te  review (2005), the  APS

9 emergency interim ra te  proceeding (2006), the  APS genera l ra te  case  (2006), and

10 TEP's  request to amend Decis ion No. 62103 (2007).

11 Q. Have you testified before utility regulatory commissions in other states?

12 Yes. I have  tes tified in over seventy other proceedings  on the  subjects  of

1 3 e lectric utility ra te s  and regula tory policy be fore  s ta te  utility regula tors  in Ala ska ,

14 Arkansas , Colorado, Georgia , Idaho, Illinois , Indiana , Kansas , Kentucky,

15 Michiga n, Minne sota , Mis souri, Monta na , Ne va da , Ne w Me xico, Ne w York,

16 Ohio, Oklahoma , Oregon, Pennsylvania , South Carolina , Utah, Virginia ,

17 Washington, Wes t Virginia , and Wyoming. I have  a lso pa rticipa ted in va rious

18 Pricing Processes  conducted by the  Sa lt River Project Board.

19 A more  de ta iled description of my qua lifica tions  is  conta ined in

20 Attachment A, a ttached to this  te s timony.

A.

A.

2036975.1 3
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1 11. Overview and Conclusions

2 Q. What is  the  purpos e  of your tes timony in this  phas e  of the  proceeding?

3 My testimony addresses  severa l revenue  requirement issues  in TEP's

4 genera l ra te  case  filing, and recommends adjustments  to TEP's  proposed revenue

5 requirement in support of a  just and reasonable  outcome.

6 TEP's  filing conta ins  proposed ra tes  for three  diffe rent scenarios : (1)

7 marke t-based ra te s  for gene ra tion se rvice  ("Marke t Me thodology"), (2) cos t-of-

8 se rvice -based ra te s  for genera tion sen/ice  ("Cost-of-Service  Methodology"), and

9 (3) a  hybrid of cos t-of-se rvice  and marke t-ba sed ra te s  ("Hybrid Me thodology").

10 With re spect to TEP 's  proposed Marke t Me thodology, I provide  a

11 summary of AECC's  pos ition in Docke t No. E-01933A-05-0650, which re sponds

1 2 to TEP 's  cla im tha t the  1999 Se ttlement Agreement entitle s  the  Company to

1 3 charge  Standard Offer genera tion ra tes  based on the  MGC methodology effective

14 January 1, 2009. My tes timony in tha t docke t provided an extensive  response  to

15 the  Compa lly's  cla im. As  I te s tified in tha t proceeding, TEP mischa racte rizes  the

16 MGC provis ion in the  1999 Se ttlement Agreement, and the  Company's  cla im tha t

17 Standard Offer genera tion ra tes  a re  to be  se t equa l to the  MGC is  wholly

18 incorrect. Consequently, TEP 's  proposed Marke t Me thodology is  without

19 founda tion and should be  re jected by the  Commission.

20 The  Hybrid Methodology is  offe red by TEP as  a  middle  ground be tween

21 its  Cos t-of-Se rvice  Me thodology and Marke t Me thodology. Howeve r, a s  with the

22 Ma rke t Me thodology, the  Hybrid Me thodology proposa l origina te s  from the

2036975.1 4
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1 pre mis e  tha t TEP  is  e ntitle d to s e t ra te s  ba s e d on the  MGC. As  this  pre mis e  is

2 without founda tion, I re com m e nd a ga ins t a doption of the  Hybrid Me thodology.

3 Be ca us e  TEP 's  cla im tha t it is  e ntitle d to cha rge  S ta nda rd Offe r ge ne ra tion

ra tes  based on the  MGC was fully addressed in Docke t No. E-01933A-05-0650

a nd be ca use  I ha ve  incorpora te d into this  te s timony by re fe re nce  my pre vious

re s pons e  to tha t c la im , I will not re pe a t he re  my full re futa tion of the  Compa ny's

a rgume nt on this  point. Ins te a d, the  prima ry focus  of my te s timony in this  pha s e

of the  proceeding is  to address TEP's requested revenue requirements associa ted

with  the  Com pa ny's  Cos t-of-S e wice  Me thodology

10 Q Please summarize your conclusions and recommendations with respect to

revenue requirement issues in this proceeding

12 A I offe r the  following conclus ions  a nd re com m e nda tions

(1) The  appropria te  approach for se tting ra tes  a fte r January 1, 2009 is  on a  cost
of-se rvice  bas is . The  TEP proposa l tha t bes t re flects  cost-of-sewice  is  its
Cos t-of-Se rvice  Me thodology. I re commend the  following adjus tments  to the
revenue  requirement reques ted by TEP in its  Cost-of-Service  Methodology
proposa l

(a ) TEP 's  proposed Tennina tion Cost Regula tory Asse t Charge
("TCRAC") is  without me rit a nd should be  re je cte d. Elimina tion of
this  proposed charge  reduces TEP's  requested revenue requirement by
$117.6 million

(b) TEP 's  proposed Fixed cos t recove ry ra te  for Springe rville  Unit No. 1
of $25.67 pe r kW-month s ignificantly overs ta te s  the  Company's  te s t
year expenses for fixed costs  under its  capita l lease . The  fixed cost
recovery ra te  should be  reduced to $18.63 per kW-month to be tte r
re flect the  Company's  fixed cost expense  in the  tes t year. This
adjustment reduces TEP's  requested revenue requirement by $30.5
millio n

(c) TEP inappropria te ly excludes  from base  ra tes  any credit to cus tomers
a ttributable  to the  margins  from short-te rm sa les . Ins tead of such an
exclusion, 100 percent of the  tes t year margins  from short-te rm sa les

20369'75.l



should be  reflected in base  ra tes . This  adjustment reduces TEP's
reques ted revenue  requirement by $24.0 million

(d) TEP has proposed the  crea tion of regula tory asse ts  to recover certa in
costs  associa ted with the  buyouts  of coa l contracts  to supply the  Sundt
and San Juan Sta tions. I agree  with recognizing regula tory asse ts  for
the  respective  buyouts , but recommend tha t the  amortiza tion period
start a t the  time the  buyouts  occurred, 2002. At the  same time, because
the  buyouts  will provide  cos t avoidance  over an extended pe riod of
time , the  amortiza tion periods  should be  extended from the  four-year
period proposed by TEP to a  ten-year pe riod. This  adjus tment reduces
TEP's  proposed revenue  requirements  by $5.5 million per year

(e ) I re comme nd against adoption of TEP 's  proposa l to recove r the  fixed
costs  of the  Luna  Energy Facility through a  "marke t-based capacity
charge" of $7.00 per kW-month. If cus tomers  a re  going to be
responsible  for the  recovery of Luna  Energy Facility cos ts , then the
recove ry of fixed cos ts  should be  based on inclus ion of the  facility's
ne t plant in se rvice  in ra te  base , and recovery of fixed O&M costs
based on test year pro-forma expenses. My recommendation reduces
TEP's  proposed revenue  requirements  by $6.7 million per year

These  five  adjustments  reduce  TEP's  requested revenue requirement by a  tota l
of $184.2 million. By themse lves , these  adjustments  demonstra te  tha t TEP 's
current ra tes should be reduced by a t le a s t $3.5 million (us ing TEP 's
currently-filed fue l and purchased power cos t forecas t)

(2) I am ne ither recommending for nor aga inst adoption of a  Purchased Power and
Fue l Adjus tme nt Cla use  ("PPFAC") for TEP . In my opinion, TEP  ha s  not
produced compe lling quantita tive  evidence  demonstra ting its  financia l
exposure  to fue l vola tility. At the  same  time , I am aware  of the  s ignificant
e xposure  to fue l vola tility fa ce d by the  othe r ma jor jurisdictiona l utility, APS
and acknowledge  the  poss ibility tha t TEP may a lso face  mate ria l exposure  in
this  rega rd. If a  PPFAC is  adopted, then I recommend the  following
modifica tions  to the  s tructure  proposed by TEP

(a) The  Base  Cost of Fue l and Purchased Power should include  a  credit to
customers  for 100 percent of the  margins  from short-tem sa les  during
the test year

(b) Rather than se tting each year's  fue l and purchased power recovery
based on a  forecast, as  TEP proposes, the  PPFAC should simply
recover the  diffe rence  be tween actua lpurchased power and fue l costs
and the  Base Cost of Fuel and Purchased Power in ra tes

(c) To ma inta in incentive s  for the  utility to manage  its  cos ts  e ffective ly
responsibility for changes in fue l and purchased power costs  should be

2036975.1
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shared be tween the  utility and customers . I recommend a  90/10
sharing between customers and TEP.

(d) The same 90/10 sharing percentage  used for fuel and purchased power
should be  applied to changes in short-tenn sa les ma rgins (re la tive  to
the  margins included in the  Base  Cost of Fuel and Purchased Power).
That is , 90 percent of any change  in short-te rm sa les  margins  should
accrue to customers.

(e ) The  PPFAC ra te  charged to customers  should be  diffe rentia ted by
voltage  leve l to properly re flect line  loss  diffe rences  among cus tomers
taking se rvice  a t diffe rent voltage  leve ls .

(3) If the  Cos t-of-Se rvice  Me thodology is  adopted and if a  PPFAC is  a lso
adopted, then I recommend tha t the  True-Up Revenues established in Docket
No. 69658 should be  applied as  a  credit aga inst iilture  PPFAC balances. These
revenues should earn interest a t the  interest ra te  approved for PPFAC
ba lances . Alte rna tive ly, if the  Cos t-of-Se rvice  Me thodology is  adopted and if
a  PPFAC is not adopted, then I recommend that the  True-Up Revenues be
re turned to customers over a  three-year period, and earn interest a t the  ra te
applied to TEP's  regula tory asse t ba lances. These  two a lte rna tive
recommendations assume tha t TEP's  proposed TCRAC is  re jected by the
Commiss ion. If, for some  reason, the  TCRAC is  adopted in whole  or in pa rt,
then the  True-Up Revenues should be  applied against the  TCRAC balance .

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

2 3

24

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

Although the  True -Up Revenues  prope rly be long to cus tomers , AECC would
be  willing to accept a  re solution in which the  True -Up Revenues  were not
re turned to cus tomers  under the  Cost-of-Service  Methodology, hi and only Q
this  concess ion were  accompanied by TEP 's  withdrawal of a ll cla ims tha t the
Company would be  harmed by se tting ra tes  a t cost-of-se rvice . Absent such
action by TEP, the  True-Up Revenues  should be  re turned in full to customers .

If the  Cos t-of-Se rvice  Methodology is  not adopted, then the  True -Up
Revenues should be  re turned to customers  over a  twelve-month period, and
should earn interest a t the  same re turn applied to TEP's  regula tory asse ts

(4) TEP  has  offe red its  Cos t-of-Sewice  Me thodology and Hybrid Me thodology
with certa in direct access  conditions a ttached, namely, tha t direct access  rights
for customers be  e liminated in the  former case  and restricted to customers 3
MW and grea ter in the  la tte r case . I recommend tha t the  Commission re j act
both of those  conditions . Direct access  is  a  s ta tewide  issue . S tandard offe r
genera tion service  in both the  APS and SRP service  te rritories  is  based on
cost-of-service . and customers  in those  te rritories  have  not been forced to
re linquish the ir rights  to direct access . If issues  of direct access  a re  to be
addressed, it should occur in its  own docket. Customer direct access  rights
should not be  rolled back piecemeal as  part of this  proceeding
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1 111. Review of AECC's Response to TEP's Assertions Regarding Market Pricing

of Retail Service in Docket No. E-01933A-05-0650

3 Q What does  TEP  c la im with  re s pec t to  the  MGC and  re ta il p rice s

TEP cla ims tha t the  1999 Settlement Agreement established the  ra te  for

Standard Offer genera tion service  a t a  price  equa l to the  MGC, and tha t further

the  Company is  entitled to charge  Standard Offer genera tion ra tes based on the

MGC me thodology e ffe ctive  Ja nua ry 1, 2009. In Docke t No. E-01933A-05-0650

I provided extens ive  te s timony demonstra ting tha t ne ithe r of these  cla ims is

correct. S ta ff, RUCO, and the  Department of Defense  independently concurred

with this  conclus ion

1 1 Q Please summarize AECC's position with respect to these claims as presented

in your testimony and AECC's other filings in Docket No. E-01933A-05-0650

AECC's  pos ition ma y be  summa rize d in the  following nine  points

(1) The  MGC was deve loped for the  sole  purpose  of ca lcula ting s tranded costs

(2) There  is  no basis  in the  1999 Se ttlement Agreement for se tting Standard Offer
genera tion ra tes  equal to the  MGC, e ither in the  past, present or a fte r January 1

(3) The  Electric Competition Rules  require  tha t S tandard Offe r ra tes  be  based on
cost of se rvice

(4) The  1999 Se ttlement Agreement does not provide  for marke t-based ra tes  for
Standard Offer genera tion service  except as  such ra tes  would have  resulted from
implementing the  dives titure  requirement in Section 3.1 of the  Agreement

(5) Had TEP 's  genera tion asse ts  been dives ted as  initia lly required in the  Electric
Competition Rules  and as  required in the  1999 Se ttlement Agreement, then
jurisdiction over these  asse ts  would have  been transferred to FERC, and output
from these  units  would have  been sold exclus ive ly in wholesa le  marke ts , most
like ly a t FERC-approved marke t ra tes . Under such a  scenario, cost-based
Standard Offer ra tes  would necessarily re flect the  pass-through of marke t prices

See discuss ion in Decis ion No. 69568, paragraph 62 [p. 12, lines  7-20]
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s

upon expira tion of the  ra te  cap on December 31, 2008, subj e t to approva l in a
general rate  case. (In this  sense, AECC agrees  with TEP tha t the re  was  an
expecta tion in 1999 tha t S tandard Offe r genera tion ra tes  were  to be  re flective  of
market prices after December 31 , 2008.)

(6) The  Commiss ion's  Track A Decis ion, issued September 10, 2002, directed
TEP to cance l its  plans  for the  dives titure  of its  a sse ts , nullifying the  dives titure
provis ion in the  Se ttlement Agreement.

(7) The  Commiss ion's  action cance lling the  dives titure  of TEP 's  genera tion asse ts
e limina ted the  means  through which TEP 's  S tandard Offe r genera tion ra tes  would
have been based on market prices.

(8) TEP did not appea l the  Track A decis ion, which I am informed by counse l is
now re s  judica ta , colla te ra lly s topping TEP  from a rguing tha t the  De cis ion
improperly a lte red the  Se ttlement Agreement.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

(9) In the  absence  of divestiture , the  cost-of-se rvice  requirements  for S tandard
Offe r se rvice  apply to the  cos ts  of TEP 's  in-dives ted genera tion asse ts .

21 Q- In point Number 5 above, you stated that AECC agrees with TEP that there

22 was an expectation in 1999 that Standard Offer generation rates were to be

23 reflective of market prices after December 31, 2008. At what point does your

24 pos ition  and tha t of TEP 's  d ive rge?

25 It is  AECC's  pos ition tha t dive s titure of generation asse ts  would have

26 caused TEP's  S tandard Offe r genera tion ra tes  to be  re flective  of marke t prices

27 afte r December 31, 2008. In contras t, TEP mainta ins  tha t S tandard Offe r

28 generation ra tes after December 31 , 2008 are re quire d to be  re flective  of marke t

29 prices because the 1999 Settlement Agreement sets these rates equal to the MGC .

30 As I s ta ted above , AECC s trongly mainta ins  tha t this  cla im is  untrue , a s  the

31 Settlement Agreement conta ins  no such provis ion.

32 Q. Given these conclusions, what is your recommendation to the Commission

33 regarding TEP's Market Methodology proposal?

A.
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1 The  premise  behind the  Marke t Methodology proposa l is  tha t the  1999

2 Settlement Agreement provides  tha t the  ra tes  for S tandard Offer genera tion

3 service  a re  to be  se t equa l to the  MGC. Tha t cla im is  incorrect. Further, the  means

4 through which market prices  were  to be  passed through to customers  a fte r

5 December 31, 2008 was  e limina ted when the  Track A Decis ion nullified the

6 dives titure  requirement in the  Se ttlement Agreement. Consequently, TEP 's

7 proposed Marke t Methodology is  without founda tion and should be  re jected.

8 Q- What is your recommendation regarding TEP's Hybrid Methodology

9 proposal?

10 The  Hybrid Methodology is  offe red by TEP as  a  middle  ground be tween

its  Cos t-of-Se rvice  Me thodology and Marke t Me thodology. Howeve r, a s  with the

12 Ma rke t Me thodology, the  Hybrid Me thodology proposa l origina te s  from the

1 3 premise  tha t TEP is  entitled to se t ra tes  based on the  MGC. As this  premise  is

14 without founda tion, I re commend aga ins t adoption of the  Hybrid Me thodology. I

15 a ddre ss  TEP 's  Hybrid Me thodology proposa l furthe r in Se ction VII of this

16 testimony.

17

18 IV. TEP revenue requirements - Cost-of-Service Methodology

19 Q- What increase in revenue requirement has TEP requested under its Cost-0f-

20 Service Methodology scenario?

21 TEP is  requesting an increase  in revenue  requirement of $180.7 million

22 over current ra tes , or 23 percent, under its  Cost-of-Sewice  Methodology scenario.

23 (In us ing the  te rm "current ra te s" I am re fe rring to ra te s  tha t include  the  Fixed

A.

A.

A.
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Figure KCH-»1
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1 CTC component.) This  increase  is  based upon TEP 's  currently-projected fue l and

2 purchased power price  forecast. TEP has s ta ted tha t it intends to update  this

3 forecast (and presumably its  requested revenue  requirement) during the  course  of

4 the  proceeding.

5 TEP's  requested ra te  increase  is  reproduced in Schedule  KCH-1, page  1,

6 and is  graphica lly depicted in Figure  KCH-1, be low.

7



9.

4.

1 As shown, of the  $180.7 million increase  proposed by TEP, $117.6

million is  comprised of the  proposed Termina tion Cost Regula tory Asse t Charge

and $63.1 million represents an increase  in base  ra tes

Pursuant to the  te rms of the  1999 Se ttlement Agreement, the  Fixed CTC is

supposed to be  terminated on December 31 , 2008, or after it yie lds stranded cost

recove ry of $450 million, whicheve r comes  firs t. My unde rs tanding is  tha t

recove ry of the  $450 million will be  achieved a round May, 2008. In Decis ion No

69568, the  Commiss ion de te rmined tha t in the  inte res t of ra te  s tability, TEP 's

Standard Offer ra tes  should remain unchanged pending the  outcome of this  ra te

case , thus , ra tes  will not be  reduced by the  amount of the  Fixed CTC in May 2008

as  origina lly envisaged. However, the  Decis ion a lso provided tha t TEP customers

should be  protected by providing for a  mechanism to re fund or credit the

revenues , plus  inte res t, tha t will continue  to be  collected by the  modified

trea tment of the  Fixed CTC, until new ra tes  are  approved. These  revenues are

ca lled True-Up Revenues

On an annua lized basis , the  Fixed CTC collects  approximate ly $89.6

million. There fore , if base  ra tes  a re  viewed as e xcluding the  Fixed CTC

component, then the increase in revenuerequirement being requested by TOP

should be  viewed a s  equa l to $270.3 million, i.e ., $180.7 million plus  re tention of

the  $89.6 million in Fixed CTC revenues

2 1 Q What adjustments are you recommending with respect to TEP's requested

revenue requirements

2036975.1
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1 My recommended adjus tments  a re  concentra ted on a  limited number of

2 issues. Absence  of comment on my part regarding a  particular revenue issue  does

3 not s ignify support (or oppos ition) towa rd the  Compa ny's  filing with re spe ct to

4 the  non-discussed issue . I am recommending the  following adjustments  to the

5 revenue requirement proposed by TEP :

(1) Remova l of TEP 's  proposed Termina tion Cost Regula tory Asse t Charge

[$117.6 million]

(2) A re duction in TEP 's  propose d Hie d cos t re cove ry ra te  for Springe rville  Unit

No. 1 to re flect the  Company's  fixed cos t expense  in the  te s t yea r [$30.5 million]

(3) Inclus ion in base  ra tes  of 100 percent of off-system sa les  margins  from short

te rm sa le s  [$24.0 million]

(4) Recognition of regula tory asse ts  for the  buyouts  of the  coa l supply contracts

for the  Sundt and San Juan Sta tions , but initia ting the  amortiza tion period a t the

time  the  buyouts  occurred (2002) and extending the  length of the  amortiza tion

periods  from the  four-year pe riod proposed by TEP to a  ten-year pe riod [$5.5

million]; a nd

(5) Elimina tion of TEP 's  proposed "marke t-based capacity cha rge" of $7.00 pe r

kW-month for the  Ume  Ene rgy Fa cility, a nd ins1;ead re cnve ring flxe giggsts

through inclus ion of the  facility's  ne t plant in se rvice  in ra te  base  and recove ry of

its  fixed O&M cos ts  based on te s t yea r pro-forma  expenses  [$6.7 million]

The  impact of these  five  adjustments  is  shown in Schedule  KCH-1, page

2. The  cumula tive  impact of these  adjustments  reduces TEP's  requested revenue

requirement by a  tota l of $184.2 million (a s  shown in line  13 of Schedule  KCH- l

A.
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1 page 2). These  adjustments demonstra te  that TEP's  current ra tes should be

2 reduced by a t le a s t $3.5 million (us ing TEP 's  currently-tiled fue l and purchased

3 power cos t forecas t).

4

5 A. Termination Cost Regulatorv Asset Charge ("TCRAC")

6 Q. What is TEP's proposal for a Termination Cost Regulatory Asset Charge

7 ("TCRAC")?

8 As expla ined in the  direct te s timony of Kenton C. Grant, TEP has

9 proposed tha t it be  awarded a  regula tory asse t in the  amount of $788 million if the

10 Cost-of-Service  Methodology is  adopted. Mr. Grant asse rts  tha t such a  regula tory

asse t is  necessary "in recognition of the  economic burden imposed on TEP as a

12 result of the extended rate freeze and return to full cost-of-service regu1ation."2

The mechanism TEP proposes for recovering this  proposed regula tory asse t (plus

14 inte re s t) is  the  TCRAC, which would be  levied for ten yea rs . The  firs t yea r cos t to

15 TEP cus tomers  of the  TCRAC would be  $117.6~million.

16 Q. What is your assessment of this proposal?

17 The  TCRAC proposa l is  without merit and should be  re jected. TEP 's

claim that it has incurred an economic burden that warrantsredress is grounded in

its  contention tha t the  1999 Se ttlement Agreement se t ra tes  equal to the  MGC

According to TEP's  a rgument, se tting post-2008 Standard Offe r genera tion ra tes

based on cost-of-sewice  deprives  the  Company of this  a lleged benefit in the

Se ttlement Agreement. But as  I s ta ted above , the  MGC issue  was  thoroughly

Direct tes timony of Kenton C. Grant, p. 2, lines  22-25

13

A.

A.
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1 addressed in Docket No. E-01933A-05-0650, and the  record in tha t case

2 demonstra tes  tha t TEP's  cla im that genera tion ra tes  were  to be  se t equal to the

3 MGC is  s imply untrue .

4 Tha t sa id, Iagree tha t a  s ignificant change  was made  with respect to the

5 paramete rs  governing the  pricing of S tandard Offe r genera tion during the  1999-

6 2008 trans ition pe riod. Tha t change  was  the  Track A Decis ion, which nullified the

7 dives titure  requirements  of the  Electric Competition Rules , the  APS Se ttlement

8 Agreement, and the  TEP Se ttlement Agreement. In cance lling the  dives titure  of

9 TEP's  genera tion asse ts , the  Track A Decis ion e limina ted the  means through

1 0 which TEP re ta il cus tomers  would be  charged marke t prices  for S tandard Offe r

se rvice . APS clea rly recognized these  implica tions  and appea led the  Track A

12 Decis ion, citing among othe r things , APS 's  re liance  on the  dives titure  provis ion

13 of its  Se ttlement Agreement and the  adverse  impact to APS and its  a ffilia tes  from

14 the  cance lla tion of dives titure When APS filed its  firs t ra te  case  a fte r the  Track

A Decis ion, it filed to recover S tandard Offe r genera tion cos ts  on a  cos t-of

service  basis

Unlike  APS , TEP  did not appea l the  Track A Decis ion. If anything, TEP

encouraged the  Commiss ion to de lay, if not, cance l dives titure  of its  genera tion

asse ts . It is  unfa thomable  to me  tha t TEP did not recognize  the  implica tions  for its

future  Standard Offer genera tion ra tes  resulting from the  cance lla tion of its  asse t

dives titure  a s  required by the  Track A Decis ion

22 Q Did TEP have  a  financ ia l in te re s t in  de laying or cance lling  d ives titure
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4

1 Apparently, yes . According to the  te s timony of TEP witness  James S .

2 Pigna te lli in Docke t No. E-01933A-05-0650, dives titure  would have  subjected

3 TEP to higher federa l income taxes  as  it would have  led to a  viola tion of the

4 provis ions  of the  Company's  two-county financing, which conveys  specia l tax

5 benefits  to the  Company.4 As TEP was (and is) opera ting under a  re ta il ra te  cap,

6 the  increased income tax expense  tha t would have  resulted from divestiture  would

7 have been absorbed by TEP shareholders. Thus, TEP benefitted from the

8 cance lla tion of dives titure  and the  nullifica tion of the  dives titure  requirement in

9 the  Se ttlement Agreement. However, while  TEP accepted the  benefits  conveyed

10 to it by the  Tra ck A De cis ion, the  Compa ny is  now unwilling to a cce pt the  full

1 1 consequences  of tha t Decis ion, namely the  implica tions  for S tandard Offe r

12 generation ra tes. Rather than admit that the  cause  of the  change in the  basis  for

13 se tting S tandard Offe r genera tion ra te s  is  the  Track A Decis ion, which I am

14 informed by counse l is  re s  judica ta , TEP points  to non-exis tent provis ions  in the

15 1999 Se ttlement Agreement concerning the  MGC, and cla ims tha t fa ilure  to honor

1 6 sa id provis ions  will cause  the  Company ha rm.

17 Q- Are there other aspects of the 1999 Settlement Agreement that have bearing

on this discussion?

Arizona Public Service Company v Arizona Corporation Commission, Superior Court of the State of
Arizona, Docket No. CV-2002-022232, Complaint filed November 15, 2002. See especially paragraphs

bland 27-29. APS's Complaint was later withdrawn following resolution of a subsequent rate case
[O]ne of the reasons that we actually requested the Track A, that there be some relief from mandatory

divestiture, is we came very quickly to the conclusion that mandatory divestiture would put at risk our tax

exempt financing on some of our distribution and transmission facilities, which would have driven up

rates...So we went in and really asked that that not be required, that it be permissive and that it be

selective." Docket No. E-01933A-05-0650, Tr. at 580. Although Mr. Pignatelli states that rates would have
been driven up from loss of the tax benefit, at the time of the Track A hearing, TEP had another seven years

remaining on its rate cap

A.
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1 Ye s . S e ction 3.1 of the  S e ttle me nt Agre e me nt provide s  tha t the  dive s titure

2 of TEP 's  a s s e ts  would occur a t ma rke t va lue . Furthe r, De cis ion No. 62103, which

3 conditiona lly a pprove d the  S e ttle me nt Agre e me nt, s ta te d tha t the  Commis s ion

re s e rve d the  right to re vie w the  a ppropria te  ma rke t price  for the  a s s e ts . As  the

dive s titure  ne ve r took pla ce , TEP  is  now a tte mpting to re a lize  ma rke t pricing

without e ve r ha ving tra ns fe rre d the  a s se ts  to a n e ntity re quire d to purcha se  the m

a t ma rke t va lue

8 Q On page 3 of his direct testimony, Mr. Grant states that the rate freeze under

the Settlement Agreement was agreed upon as part of a transition to market

based rates for generation services. Do you wish to comment on this

statement?

12 A Ye s . This  s ta te me nt give s  the  impre s s ion tha t the  ra te  ca p wa s  tie d to a

tra ns ition to ma rke t ra te s , a s  if the  two provis ions  we re  dire ctly e xcha nge d in a

quid-pro-quo. Such is  not the  case . While  any se ttlement agreement is  most

prope rly vie we d a s  a  "pa cka ge  de a l," the  ra te  ca p in the  S e ttle me nt Agre e me nt

wa s  tie d mos t promine ntly to the  re cove ry of s tra nde d cos t. Inde e d, the  le ngth of

the  ra te  ca p wa s  e s ta blishe d for e xa ctly the  sa me  le ngth of time  tha t TEP  wa s

pe rmitte d to re cove r s tra nde d cos t

TEP's  s tranded cost was projected to be  very la rge  (96683 million) given

the  s ize  of the  Compa ny a nd the  S e ttle me nt Agre e me nt provide d a  s ignifica nt

be ne fit to TEP  by re solving the  s tra nde d cos t is sue  in a  wa y tha t prote cte d the

Colnpa ny's  fina ncia l he a lth. The  importa nce  of s tra nde d cos t re cove ry to

e s ta blishing the  ba la nce  of the  ba rga in in the  TEP  S e ttle me nt Agre e me nt is

A.
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1 demonstra ted in Paragraph 13.1 of the  Agreement, which is  the  firs t paragraph in

2 a  section entitled, "Contingencies  to This  Se ttlement Agreement":

3

4

5

6

7

8

9

10

11

13.1 Ne ithe r the  Pa rtie s  nor the  Commiss ion sha ll take  any action tha t would
diminish the  recovery of TEP 's  s tranded costs  or regula tory asse ts  provided
for he re in. In ente ring into this  Se ttlement Agreement, TEP has  re lied upon
the  Commiss ion's  irrevocable  promise  to pe rmit recove ry of TEP 's  s tranded
costs  and regula tory asse ts  provided here in. Such irrevocable  promise  by the
Commission sha ll be  evidenced by the  issuance  of the  Commission's
Approva l Orde r, sha ll survive  the  expira tion of the  Se ttlement Agreement and
sha ll be  specifica lly enforceable  aga ins t this  and any future  Commiss ion.

12 In contrast, there  is  no ana logous language  in the  Se ttlement Agreement

13 assuring future  "marke t pricing" of S tandard Offe r genera tion ra tes , indeed no

14 re fe rence  to marke t pricing of S tandard Offer genera tion ra tes  a t a ll, except as

15 implie d through the  Agre e me nt's  dive s titure  provis ion.

16 Q- On pages 5-6 of his direct testimony, Mr. Grant calculates the amount of

17 TEP's proposed TCRAC based on the annual retail revenue deficiency

18 claimed by TEP in the 2004 rate review docket. Do you wish to comment on

19 this calculation?

20 A Yes. TEP is  cla iming tha t it has  suffe red revenue  de ficiencies  s temming

from its  adherence  to the  ra te  cap. Mr. Grant ca lcula tes  the  Company's

cumula tive  de ficiency cla im based on the  $111 million revenue  de ficiency filed

by the  Company for 2003 as  pa rt of its  2004 ra te  review, with additiona l

deficiencies  a ttributed to each subsequent year, plus carrying costs

The  $111 million revenue  de ficiency cla imed by the  Company for 2003

was not endorsed by any other party and was not approved by the  Commission

The  Commission mere ly de te rmined tha t it did not have  cause to reduce TEP 's
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1 ra te s . As  pointed out in my te s timony in the  2004 ra te  review, TEP 's  ca lcula tion

2 of a  $111 million revenue  de ficiency re lied upon an infla ted fixed cos t factor for

3 Springe rville  Unit No. 1, fa iled to recognize  any cus tomer bene fits  from short-

4 te rm wholesa le  sa les , applied a  re turn-on-equity tha t exceeded the  Company's  las t

5 a llowed re turn, and employed a  hypothe tica l capita l s tructure  tha t increased the

6 e quity ra tio from the  pre vious ly-a pprove d hypothe tica l ca pita l s tructure . As

7 shown in my te s timony in tha t docke t, correction of jus t these  four items reduced

8 the  ca lcula te d re ve nue  de ficie ncy from $111 million to $38 million.

9 Moreove r, Mr. Grant ca lcula te s  the  "ha rm" to TEP s ta rting in 2003, based

10 on the  Company's  cla imed revenue  de ficiency for the  2003 te s t pe riod. However,

even if the  Commiss ion were  to accept TEP 's  cla im tha t it is  entitled to recover

12 foregone  de ficiencies , the  ea rlie s t time  any 2003 te s t yea r de ficiency would like ly

1 3 have  been recoverable  in ra tes  would have  been 2006. The  Company's  filing to

14 conduct the  2004 ra te  review was not comple ted until September 15, 2004, and

1 5 the  direct te s timony of S ta ff, RUCO and inte rvene rs  was  not filed until June  24,

16 2005. Had TEP 's  filing for te s t yea r 2003 been the  bas is  for a  ra te  case  it is

17 difficult to imagine  new ra te s  taking e ffect be fore  2006. Thus , Mr. Grant

18 overs ta tes  his  cumula tive  de ficiency cla im by s ta rting to accrue  it a t leas t three

19 ye a rs  to o  s o o n .

20 Fina lly, TEP 's  cla im of ha rm ignore s  the  re a litie s  of the  ve ry profita ble

years  the  Company experienced throughout much of the  ra te  cap period. Based

on my review of informa tion in the  10-K filings  made  by TEP  and/or its  pa rent
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1 company, Unisource  Energy Corpora tion, I have  ca lcula ted tha t TEP has  earned

2 the  following re turns  on common equity s ince  1999:

3

4

5

6

7

8

9

10

11

1999
2000
2001
2002
2003
2004
2005
2006

27.20%
17.31%
24.12%
15.65%
31.75%
11.13%
8.64%

12.03%

12 Clearly, over the  ra te  cap period as  a  whole , TEP has  done  very well.

1 3 While  the  Ca lifornia  ene rgy cris is  was  thwarting the  advance  of Arizona 's  direct

14

15

access  implementa tion, TEP was profiting handsomely se lling its  excess

genera tion into wholesa le  marke ts .5 So while  it is  true  tha t TEP has  lived up to its

16 ra te  cap commitments, so have customers. TEP was not asked to share  the  profits

17 it ea rned from off-sys tem sa le s  by lowering its  re ta il ra te s .

1 8 Q. What is the revenue requirement impact of removing the TCRAC from the

19 Cost-of-Service Methodology results?

20 Removing the  TCRAC reduces  TEP 's  proposed revenue  requirement by

$117.6 million. This  is  re flected by removing the  TCRAC amounts  shown on

Schedule  KCH-1, page  1, line  11

B. Springe rville  Unit No. 1 Fixed  Cos ts

25 Q What has TEP proposed with respect to the treatment of fixed costs at the

Springe rville  Unit No. 1 gene ra tion  fac ility

A.
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1 As discussed in the  direct te s timony of David Hutchens , TEP is  proposing

2 to s ignificantly increa se  the  "fixed cos t re cove ry ra te " applied to its  Springe rville

3 Unit No. 1 fixe d cos ts .

4 Q- What is the fixed cost recovery rate?

5 The  fixed cos t recovery ra te  is  a  unit cos t tha t is  applied to the  Company's

6 fixed cos ts  a t the  Springerville  Unit No. 1 for revenue  requirement purposes .

7 Unlike  tra ditiona l re cove ry of utility pla nt cos ts , which is  a chie ve d by e a rning a

8 re turn on ne t book va lue  of plant a sse ts , Springerville  Unit No. 1 is  s tructured as a

9 capita l lease , the  fixed costs  of which are  an expense .

10 The  fixed cos t recovery for Springe rville  Unit No. 1 has  been governed by

11 Commiss ion Decis ion No. 56659, is sued in 1989, which involves  the  finding of

12 imprudence  on the  part of TEP management. According to tha t Decis ion, TEP

came before  the  Commission in 1983 and requested to transfe r Springerville  Unit

14 No. 1 to a  ne wly forme d subs idia ry, Ala mito Compa ny ("Ala mito"). The  s ta te d

15 purpose  of the  transfer was to "separa te  TEP's  wholesa le  and re ta il businesses,"

16 a lthough the  Commission la te r concluded tha t TEP had other motives  as  well.6

17 The Decis ion s ta tes  tha t the  agreement be tween TEP and Alamito provided for the

18 sa le  and leaseback of Springerville  Unit No. 1 a t a  price  tha t exceeded the

19 deprecia ted origina l cos t by $220 million, and tha t a s  a  re sult, TEP was  "paying

lease  payments  which incorpora te  the  infla ted cos t of Springe rville  Unit No. 1
9:7

The  Commiss ion ultima te ly concluded tha t TEP acted imprudently in executing

The Form 10-K tiled by TEP for 2002 indica tes  tha t the average unit price for TEP's  wholesa le sa les
tripled between 1999 and 2001 and the Company's  revenues  from wholesa le sa les  grew Hom $17 l million
to $734 million

Decis ion No. 56659, p. 7, lines  7-15 and lines  22-27

13

A.

A.
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1 the  Springe rville  Unit No. 1 le a se  with Ala mito. Among othe r things , the

2 Commiss ion de te rmined:

If the  spin-off had been the  result of an a rms length transaction, free  of se lf-
dea ling, we  might have  accepted it. However, tha t was not the  case . In essence
TEP continued to have  a ll the  ope ra ting risk a ssocia ted with Springewille  Unit
No. 1 and San Juan Unit No. 3 while  Alamito enjoyed a ll the  ups ide  potentia l of
se lling the  two plants  a t a  ga in. It was  clea rly an imprudent business  decis ion to
spin-off Alamito without amending the  twe lve -yea r Power Sa le  Agreement. In
order to make  ra tepayers  whole  for this  imprudence , the  capacity purchased from
Alamito should be  priced a t a  leve l tha t prudent management could have
obta ine d." [Empha s is  in origina l.]

Consis tent with this  de te rmina tion, the  Commiss ion orde red a  fixed cos t recovery

ra te  for Springewille  Unit No. 1 of $15 pe r kW-month, ba sed on S ta ff te s timony

that this  represented a  reasonable  purchase  price  for the  capacity

16 Q Does the Decision No. 56659 indicate that the Commission was adopting a

policy of recovering Springerville Unit No. 1 fixed costs at "market" rates as

a  ma tte r of philos ophy

No. The  Decis ion does  not even mention the  word "marke t" in reaching its

de te rmina tion rega rding the  recove ry of Springe rville  Unit No. 1 fixed cos ts . The

Commission s ta ted tha t it was  a ttempting to make  ra tepayers  whole  for the

imprudent business decision of management. To do so, it needed an appropria te

benchmark for e s tablishing Springe rville  Unit No. 1 fixed cos ts

24 Q What is the current cost of the lease payment for Springerville Unit No. 1?

25 A According to the  Company's  workpapers , TEP 's  annua l capita l lease

obliga tion for Springe rville  Unit No. 1 for 2006 is  $61 .9 million. For 380

Ibid., p. 9, line 20 - p. 10, line 1
Ibid., p- 11, lines  1-11
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1 megawatts  of capacity, this  trans la te s  into a  lease  obliga tion of $13.57 pe r kw-

2 month.

3 In addition, according to TEP 's  workpapers , the  sum of the  capita l lease ,

4 O&M, and adminis tra tive  and gene ra l cos ts  for Springe rville  Unit No. 1 is  $85

5 million in the  2006 te s t yea r. This  yie lds  fixed cos t recove ry ra te  of $18.63 pe r

6 kW-month for the  tes t year.9

7 Q. What new fixed cost recovery rate has Mr. Hutchens proposed?

8 Mr. Hutchens  has  proposed a  fixed cost recovery ra te  of $25.67 per-kW-

9 month, which is  a  71 percent increase  over the  current fixed cost recovery ra te  of

1 0 $15 per kW-month, and 38 percent grea te r than the  Hied cost recovery ra te  for

1 1 Springerville Unit No. 1 in the test year.

12 Q- What is the basis of Mr. Hutchens' recommendation"

13 Mr. Hutchens asserts  tha t because  the  initia l fixed cost factor of $15 per

14 kW-month was  based on the  marke t va lue  of capacity a t the  time  of Decis ion No.

15 56659, the  fixed cost recovery ra te  should be  adjusted to re flect purportedly

highe r marke t va lues  for long-te rm capacity a t this  time . Mr. Hutchens  proposes

to impute a price for capacity based on the difference between the hypothetical

wholesa le  marke t revenues  tha t Springerville  Unit No. 1 could have  rece ived by

se lling its  output into the  wholesa le  marke t and its  va riable  production cos ts . In

essence , TEP is  proposing tha t it be  rewarded by having customers  pay it for

Springe rville  Unit No. 1 based on a  se lle r's  ability to mark up the  price  of power

from the  fa cility ove r its  va ria ble  cos t of production

TEP workpaper (0402)002628

A.

A.
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1 Q. What is  your as s es s ment of this  propos al?

2 I recommend tha t the  Company's  proposa l be  re jected. It is  critica l to bea r

3 in mind severa l points  here  :

4 (1) The  current fixed cos t recovery ra te  of $15 pe r kW-month was  de te rmined in

5 conne ction with the  Colnmiss ion's  finding ofimprudence on TEP 's  pa rt. The

6 Commiss ion's  use  of an a lte rna tive  va lue  for capacity, in lieu of cos t, was  not a

7 reward to the  Company, but a  pena lty exacted for poor judgment on

8 management's  part. That decision established a  cost recovery factor based on a

9 proxy for purchased capacity, not a  marke t-based system of recovering costs .

10 Increasing the  fixed cost recovery factor today by 71 percent, based on an

asse rtion of higher marke t prices  for capacity, misapplies  the  principle  adopted in

12 1989, and would represent an undue  reward for the  Company's  imprudence  in the

1980s

(2) In utility ra temaking, a  portion of the  fixed plant cos ts  a ssocia ted with a  given

genera tion unit genera lly decline over time , as  the  unit is  deprecia ted

Springe rville  Unit No. 1 unit is  ove r 20 yea rs  old, and but for TEP 's  choice  of

financing a rrangement, its  fixed cos ts  would re flect s ignificant deprecia tion under

traditiona l ra temaking practice . In light of this  fact, a  reques t to increase  fixed

cost recovery by 71 percent as  proposed by Mr. Hutchens is  unreasonable

(3) The  proposed fixed cos t recove ry ra te  of $25.67 pe r kW-month is  we ll in

excess  of the  fixed cos t recovery ra te  for Springerville  Unit No. 1 of $18.63 pe r

kW-month for the  te s t yea r. Given tha t the  Springerville  Unit No. 1 lease  cos t was

found to be  imprudent by the  Commission in 1989, the  tes t year fixed cost

A.
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associa ted with opera ting under the  current lease  arrangement should represent

the ma ximum leve l of fixed cost charged to ra tepayers  in this  proceeding. The

Commiss ion should ce rta inly not adopt a  fixed cos t recovery ra te  in excess  of

TEP's  tes t year expense , as  tha t would perverse ly reward TEP management for its

past decis ions tha t were  found to be  imprudent

6 Q What do you recommend as an alternative to TEP's proposal?

I recommend tha t Springerville  Unit No. 1 fixed cos ts  be  based on the

fixed cos t recovery ra te  of $18.63 pe r kW-month incurred by TEP in the  te s t yea r

While  it could reasonably be  a rgued tha t the  $15 pe r kW-month Hied cos t

recovery ra te  e s tablished in Decis ion No. 56659 should be  re ta ined, I would

support a llowing TEP to recover its  te s t yea r fixed cos t recovery ra te  for this

fa cility

13 Q What are the revenue implications of accepting your recommendation?

My recommendation reduces  TEP's  proposed revenue  requirements  by

$30.5 million pe r yea r, a s  shown in Schedule  KCH-2

C. Ma rg ins  from S hort Te rm S a le s

18 Q What has TEP proposed with respect to the treatment of off-system sales

margins  from s hort-te rm s a les ?

As  expla ined in the  direct te s timony of Mr. Hutchens , TEP is  propos ing to

remove  a ll margins  from short-te rm off-system sa les  in base  ra tes . Ins tead, TEP is

proposing tha t part of the  benefit from short-te rm sa les  be  passed on to customers

through the  Company's  proposed purchased power and fue l adjustment clause

2036975.1
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1 ("PPFAC"). The  sha ring mechanism proposed by TEP for short-te rm sa le s  is

2 highly unusua l in tha t customers  would rece ive  90 percent of the  off-system sa les

3 revenues in the  PPFAC, but would be  responsible  for 100 percent of the  fue l costs

4 necessary to make such sales.

5 Q- What is your assessment of TEP's proposed treatment of the benefits from

6 short-term sales?

7 The Company's  proposed approach is  unreasonable  and should be

8 re jected. There  a re  two dis tinct aspects  of this  issue  tha t must be  addressed: (1)

9 the  Company's  remova l of short-te rm sa le s  margins  from the  de te rmina tion of

1 0 base ra tes , and (2) the  applica tion of short-te rm sa les  margins  to the  proposed

PPFAC.

1 2 Q- Please elaborate on the first aspect you wish to address, TEP's removal of

1 3 short-term sales margins from base rates.

14 TEP reports  $77.7 million in short-te rm sa les  revenue  in the  tes t year. The

1 5 fuel and purchased power costs  needed to support these  sa les is  $52.4 million,

1 6 producing short-te rm sa le s  margins  of $25.3 million. In prepa ring its  ra te  filing,

TEP has removed a ll short-te rm sa les  revenues and costs  (and thus, margins) from

the  de te rmina tion of the  revenue  requirement. Instead, a ll short-te rm sa les

revenues are  proposed to be  trea ted prospective ly pursuant to the  Company's

proposed PPFAC

In my opinion, this  proposed trea tment is  entire ly unjus tified. The  short

te rm sa les in question are  made with asse ts  tha t a re  included in ra te  base , the  full

cost of which is  a lloca ted to customers . Consequently, the  full va lue  of the  tes t

A.

A.
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1 year benefit of these  sa les should be reflected as a  credit to customers against base

2 ra tes . This  means tha t if the  Commission accepts  TEP's  proposal to se t the  Base

3 Cost of Fuel and Purchased Power based on a  2009 forecast, then this Base Cost

4 of Fuel and Purchased Power should reflect a  credit to customers equal to 100

5 percent of the  margin from short-tem sa le s  for the  te s t-yea r. Fa ilure  to credit

6 cus tomers  with 100 pe rcent of the  te s t yea r margin will s imply crea te  a  "hidden"

7 supplement to the  Company's  ROE approved in this  proceeding.

8 Q. Pleas e  expla in this  las t point.

9 The fundamental obi ective  of a  ra te  case  is  to se t ra tes that provide the

10 utility an opportunity to ea rn its  a llowed ra te  of re turn. Short-te rm sa le s  margins

are  ne t revenues to the  utility, consequently, they have  a  direct impact on the

12 utility's  re turn. Whe n we  re fe r to "cre diting" cus tome rs  with short-te rm sa le s

1 3 margins when se tting base  ra tes , we are  s imply re cognizing that these net

14 revenues  contribute  to the  utility's  ne t income. By recognizing these  ne t revenues

15 in the  de termination of the  ra tes  needed to reach the  ta rge ted ra te-of-re turn, there

16 is  a  dolla r-for-dolla r reduction in the  revenues  necessa ry to collect from

17 customers  in order to reach tha t re turn, giving rise  to the  notion of a  revenue

18 "cre dit" to cus tome rs .

19 Once  ra tes  a re  se t, utilitie s  have  the  incentive  to maximize  the ir short-tenn

20 sa les  margins , as  these  margins  flow to the ir respective  bottom lines , enhancing

21 the ir re turns. In the  case  a t hand, TEP has proposed tha t 10 percent of short-te rm

22 revenues  be  re ta ined by the  Company in its  PPFAC. If the  te s t yea r margin from

23 short-te rm sa les  is  not fully credited to customers when base  ra tes  are  se t, then

2036975.1 27
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1 this  margin will be  excluded from the  revenues  tha t a re  recognized in producing

2 the  ta rge ted ra te  of re turn. Then, to the  extent tha t any short-te rm sa les  margins

3 are  actua lly rea lized, the  revenues  re ta ined by the  Company will produce  a

4 supplement to the  a llowed ra te -of-re tum. Put ye t anothe r way, TEP 's  a ttempt to

5 exclude  a ll short-te rm sa les  margins  from base  ra tes , combined with its  proposa l

6 to credit 10 percent of the  short-te rm sa les  revenues to shareholders , is  s imply a

7 thinly-ve iled reques t for a  higher re turn on equity than the  10.75 pe rcent

8 recommended by TEP witness  Samuel C. Ha thaway. In my opinion, this  approach

9 results  in an unjustified transfe r payment from customers  to shareholders .

10 Q~ How do you respond to the claim that sharing revenues with the Company

11 provides an incentive to make profitable short-term sales?

1 2 A I will address  TEP 's  proposa l for sha reholde rs  to re ta in 10 pe rcent of

short-te rm sa les revenues in the  P P FAC in S e ction V of my te s timony. At this

14 juncture , I will make  the  pre limina ry comment tha t sha ring short-te rm revenues

15 without a lso sharing the costs of making these  sa le s  is  entire ly inappropria te . I

16 agree , however, tha t sharing short-term sa les ma rgins with the  Company can

17 provide  an appropria te  incentive  to make increased short-te rm sa les above the

18 leve l expected for the  tes t year. But this  a rgument has  no re levance  for the

19 trea tment of sham-term sa les  margins in the  establishment ofbase ra te s . If te s t

20 year margins  a re  fully credited to customers  in base  ra tes , any fa ilure  by the

21 Company to achieve  this  margin will impact its  bottom line . Consequently,

22 removing tes t year margins  from base  ra tes  provides  absolute ly no additiona l

23 incentive  for the  utility to make  short-tenn sa le s , a s  I s ta ted, fa ilure  to credit

2036975.1 28
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1 cus tomers  with 100 pe rcent of the  short-te rm margins  would provide  nothing

2 except a  supplement to the  Company's  a llowed ROE.

3 Q. What are the revenue implications of accepting your recommendation to

4 credit 100 percent of short-term sales margins against base rates?

5 My recommendation reduces  TEP's  proposed revenue  requirements  by

6 $24.0 million per year, a s  shown in Schedule  KCH-3 .

7

8 D. Sundt and San Juan Coal Contract Buyouts

9 Q. What has TEP proposed with respect to the recovery of costs associated with

10 coal contract buyouts?

11 As expla ined by Mr. Hutchens , in 2002, TEP te rmina ted a  long-te rm

12 contract for coa l supplied to its  Sundt S ta tion. The  Company pa id $11 .25 million

1 3 to buy out the agreement. 10

14 In addition, Mr. Hutchens  expla ins  tha t in December 2002, in connection

with the  negotia tion of a  new underground coa l supply agreement, TEP pa id San

Juan Coal Company $15.4 million in compensa tion for s tranded surface

opera tions tha t were  no longer needed to supply coal to the  San Juan Sta tion

Mr. Hutchens testifies  tha t each of these  buyouts  was less  expensive  than

the  a lte rna tives  tha t were  ava ilable  to the  Company, given the  contracts  tha t were

in place

TEP is  proposing that the  cost of each of these  buyouts be  recognized as a

regulatory asset in ra te  base and that these costs be recovered from ratepayers

Direct tes timony of David G. Hutchins , p.26, line 22 - p.27, line 2
Ibid., p. 27, line 18 - p. 28, line 8

A.

A.
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1 The regula tory asse ts  would be  amortized over four years  s ta rting in the  ra te

2 effective  pe riod, and would ea rn a  re turn.

3 Q- What is your assessment of TEP's proposed treatment of the Sundt and San

4 J uan coal buyouts ?

5 Both buyouts  appear to be  prudent, but there  a re  serious questions with

6 respect to timing. Both buyouts  occurred well before  the  tes t year, and each is a

7 non-recurring expense . As such, there  is  a  s trong presumption against inclus ion of

8 recovery of such cos ts  in ra tes  going forward. Moreover, I am not aware  of any

9 deferred accounting order that recognizes these costs as deferred expenses.

10 On the  other hand, both buyouts  appear to result in cost avoidance  going

forward, which will provide  a  future  bene fit to cus tomers . At the  same  time , TEP

12 has benefited directly from the  cost avoidance  a ttributable  to the  buyouts  s ince  the

1 3 time they were  consummated in 2002 .

14 In my opinion, the  most reasonable  approach to ba lance  the  inte rests  of

15 TEP and customers  in this  s itua tion is  to recognize  regula tory asse ts  for the

16 respective  buyouts , but to initia te  the  amortiza tion periods  a t the  time  the  buyouts

17 occurred, 2002. This  is  appropria te  as  TEP shareholders  have  benefited since

18 2002 from the  avoided costs  a ttributable  to the  buyouts . At the  same time ,

19 because  the  buyouts  will provide  cost avoidance  over an extended period of time ,

20 the  amortiza tion periods  should be  extended from the  four year period proposed

21 by TEP to a  ten-year pe riod. TEP should be  a llowed to ea rn a  re turn on the

22 regula tory asse ts , but only on the  regula tory asse t ba lance  remaining a t the  end of

23 the  tes t year, Le ., a fte r recognizing amortiza tion s ta rting in 2002.

A.
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1 Q What are the revenue implications of accepting your recommendation with

respect to the treatment of the Sundt and San Juan coal buyouts

My recommendation reduces  TEP's  proposed revenue  requirements  by

$5.5 million pe r yea r, a s  shown in Schedule  KCH-4

E. Luna Energv Facilitv

7 Q What has TEP proposed with respect to the treatment of costs for the Luna

Energy Facility in its Cost-of-Service Methodology proposal?

The  570-MW Luna  Ene rgy Fa cility is  loca te d ne a r De ming, Ne w Me xico

and was purchased from Duke  Energy by TEP and two other parties  in November

2004. According to announcements  in the  trade  press  a t the  time , the  plant was

purchased for a  reported $40 million, and was  48% comple te  a t the  time  of

purchase . Reportedly, an additiona l $110 million was needed to comple te

cons truction. The  fa cility ca me  on line  April 4, 2006

TEP 's  owne rship sha re  of the  fa cility is  190 MW. According to TEP 's

Cost-of-Service  Methodology proposa l, the  Company is  proposing to recover the

fixed cos ts  of this  facility through a  "marke t-based capacity cha rge ." TEP

proposes  this  approach in lieu of seeking to am a  re turn on the  ne t book va lue  of

the  plant and to recover tes t year fixed O&M costs . Consequently, TEP has

removed the  Luna  Ene rgy Facility from ne t plant in se rvice  for ra temaking

purposes , and substituted a  $7.00 per kW-month capacity charge . My ana lysis  in

Schedule  KCH-5 shows tha t TEP's  proposed approach is  more  expensive  for

customers than traditiona l cost-based recovery
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1 Q. What is your assessment of this proposal?

2 I re comme nd against adoption of the  Company's  proposed trea tment of

3 Luna-re la ted fixed costs . TEP is  seeking to obliga te  customers  to purchase  the

4 capacity and energy of this  plant, but is  seeking to price  the  capacity a t an

5 estimated marke t va lue  ra ther than the  actua l cost to TEP of the  investment and its

6 opera ting expenses. I do not be lieve  such an approach is  consis tent with a  cost-of-

7 se rvice  methodology.

8 Q. What alternative ratemaking treatment do you recommend for the Luna

9 Ene rgy Fa c ility?

10 If cus tomers  a re  going to be  responsible  for the  recovery of Luna  Energy

11 Facility costs , then the  recovery of fixed costs  should be  based on inclus ion of the

12 facility's  ne t plant in se rvice  in ra te  base , and recovery of fixed O&M cos ts  based

1 3 on test year pro-forma expenses.

14 Q. What are the revenue implications of accepting your recommendation with

15 respect to the fixed cost recovery of the Luna Energy Facility based on its net

16 book value and test year pro-forma expenses?

17 My recommendation reduces TEP's  proposed revenue  requirements  by

18 $6.7 million per year, a s  shown in Schedule  KCH-5 .

19

20 v. Purchased Power and Fuel Adjustment Clause

21 Q. What has  TEP propos ed with  res pec t to  a  Purchas ed Power and Fue l

22 Adjustment Clause?

A.

A.

A.

2036975.1 32



v

W

1 As e xpla ine d in the  dire ct te s timony of Mr. P igna te lli a nd Mr. Hutchins ,

2 TEP is  seeking approva l of a  PPFAC tha t would provide  recove ry (or re turn) of

3 100 percent of the  difference  between the  actual cost of fue l and purchased power

4 and the Base Cost of Fuel and Purchased Power.12 TEP proposes that the Base

5 Cost of Fuel and Purchased Power in this  proceeding be  established using a  2009

6 forecast, and that, consequently, the  PPFAC ra te  be  se t a t zero for 2009. The

7 PPFAC ra te  for 2010 would be  comprised of two components : (1) a  Forward

8 Component, which would be  se t equa l to the  diffe rence  be tween the  projected fue l

9 cost in 2010 and the  Base  Cost of Fuel and Purchased Power (previously

10 es tablished for 2009), and (2) a  True -Up Component, which would correct for

over- or under-recovery of actua l cos ts  from the  prior yea r.

12 In addition to providing for recove ry of 100 pe rcent of the  diffe rence

1 3 between the  actual cost of fuel and purchased power and the  Base  Cost of Fuel

14 and Purchased Power, TEP is  proposing that 90 percent of the  revenues (and 100

15 percent of the  costs) of short-te rm sa les  be  included in the  PPFAC ra te .

16 Q. What general observations do you have regarding fuel adjustment clauses?

17 A fue l adjustment clause  ca lls  out specific expenses  for recovery tha t a re

18 not included in ra tes  when ra tes  a re  se t pursuant to a  genera l ra te  proceeding. As

19 such, it is  a  form of s ingle -issue  ra temaking, and should only be  applied a fte r

20 ca re fully we ighing the  jus tifica tion for such an approach aga ins t its  severa l

21 drawbacks.

22 Q. What is single-issue ratemaking?

12 For ease of exposition, I will occas ionally refer to Base Cost of Fuel and Purchased Power s imply as
"Bas e Cos t".

A.

A.
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1 Single-issue  ra temaking occurs  when utility ra tes  a re  adjusted in response

2 to a  change  in a  s ingle  cost item considered in isola tion. S ingle -issue  ra temaking

3 ignores  the  multitude  of other factors  tha t othe rwise  influence  ra tes , some of

4 which could, if prope rly cons ide red, move  ra te s  in the  oppos ite  direction firm the

5 single-issue change.

6 Setting ra tes based on a  change in a  s ingle  cost item runs contrary to the

7 ba s ic principle s  of tra ditiona l utility re gula tion. Whe n re gula tory commiss ions

8 determine  the  appropria teness  of a  ra te  or charge  tha t a  utility seeks to impose  on

9 its  customers , the  s tandard practice  is  to review and consider a ll re levant factors ,

10 ra ther than jus t a  s ingle  factor. To consider some costs  in isola tion might cause  a

11 commiss ion to a llow a  utility to increase  ra tes  to recover higher cos ts  in one  a rea

12 without recognizing counterba lancing savings in another a rea . For these  reasons,

s ingle -issue  ra temaking, absent a  compelling public inte res t, is  genera lly not

14 sound regula tory practice . I acknowledge , however, tha t the  most frequently-

15 accepted form of s ingle-issue  ra temaking is  a  fue l adjustment clause , such as  tha t

16 requested by TEP.

17 Q. Do you have any other general observations regarding fuel adjustment

18 clauses?

19 Yes. Because  these  mechanisms simply pass through changes in cost to

20 customers , there  is  a  va lid concern tha t adoption of a  fue l adjustment clause

21 would reduce  a  utility's  incentive  to manage  its  cos ts  a s  we ll a s  it would manage

22 them if the  utility rema ined fully re spons ible  for the  cos t risk. This  reduced

23 incentive  to manage  costs  is  another important reason for a  regula tory

1 3

A.

A.
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1 commission to proceed with grea t caution before  adopting a  fue l adjus tment

2 cla use .

3 Q. In your experience, do utilities tend to dispute the argument that fuel

4 adjustment clauses reduce a utility's incentive to manage its costs?

5 Ye s . It is  not unus ua l for utility ma na ge me nt to a rgue  tha t the  a doption of

6 a  fue l adjustment clause  would not reduce  its  incentive  to manage  costs

7 e ffe ctive ly, a nd Mr. Hutche ns  ma ke s  s uch a n a rgume nt on TEP 's  be ha lf in this

8 ca se . Ye t, a t the  s a me  time , utilitie s , including TEP , ofte n a s se rt tha t the y should

9 sha re  in the  be ne fit of short-te rm sa le s , in orde r to provide  a  prope r ince ntive  to

10 e nga ge  in such tra nsa ctions . I submit tha t the se  pos itions  a re  incons is te nt. If it is

true  tha t a  pa rticula r orga niza tion re quire s  a  fina ncia l ince ntive  in orde r to

12 ma ximize  its  off-sys te m sa le s  re ve nue s  for the  be ne fit of its  cus tome rs , the n it is

1 3 like ly a lso to be  true  tha t the  s a me  orga niza tion re quire s  a  fina ncia l ince ntive  to

14 re a s ona bly minimize  its  powe r cos ts  for the  be ne fit of its  cus tome rs .

1 5 Q- In light of the concerns you have identified with respect to single-issue

16 ratemaldng and reduced incentive to manage costs, what factors should a

17 commission consider if it is asked to approve a fuel adjustment clause?

18 Commiss ions  should cons ide r thre e  ba s ic que s tions  be fore  a dopting a  fue l

19 adjustment clause :

20

21

22

23

24

25

26

27

2.
3.

Are the  costs  tha t would be  recovered through a  fue l adjustment clause
subj e t to s ignifica nt vola tility from ye a r to ye a r?
Are  the  costs  in question la rge ly beyond the  control of management?
Are  the  costs  tha t could be  recovered through a  fue l adjustment clause
substantia l enough to have  a  mate ria l impact on the  utility's  revenue
requirement and financia l hea lth be tween ra te  cases  if they were  to go
unrecovered?

A.

A.
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1 Q- Does  TEP addres s  thes e  three  bas ic  ques tions  in its  propos a l for a  PPFAC?

2 TEP addresses these  questions in a  genera l way, noting for example , the

3 Company's  increasing re liance  on na tura l gas  as  a  fue l. At the  same time, TEP

4 does not present a  grea t dea l of quantita tive  ana lysis  addressing its  financia l

5 e xposure  to fue l price  vola tility.

6 Q. What is  your as s es s ment of TEP 's  PPFAC propos a l?

7 I am ne ithe r recommending for nor aga ins t adoption of a  PPFAC for TEP.

8 In my opinion, TEP has  not produced compe lling quantita tive  evidence

9 demons tra ting its  financia l exposure  to fue l vola tility. At the  same  time , I am

10 aware  of the  s ignificant exposure  to fue l vola tility faced by the  othe r ma jor

1 1 jurisdictiona l utility, APS , and acknowledge  the  poss ibility tha t TEP  may a lso

12 face  materia l exposure  in this  regard.

1 3 Q. If a PPFAC is adopted, do you recommend any changes to the proposal put

14 forward by TEP?

15 Yes. If a  PPFAC is  adopted, then I recommend the  following

16 modifica tions to the  s tructure  proposed by TEP :

17 1. As I discussed in the  previous  section of my tes timony, the  Base  Cost of Fue l

18 and Purchased Power should include  a  credit to customers for 100 percent of the

19 margins  from off-sys tem sa les  during the  te s t yea r. (In contras t, TEP 's  proposa l

20 excludes a ll short-te rm sa les  margins from the  Base  Cost of Fuel and Purchased

21 P owe r.)

22 2. Rather than se tting each year's  fuel and purchased power recovery based on a

23 forecast, as  TEP proposes, the  PPFAC ra te  should s imply recover the  difference

A.

A.

A.
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between actua lpurchased power and fuel costs  and the  Base  Cost of Fuel and

Purchased Power. (In other words , the  Forward Component should be  e limina ted

from the  ca lcula tion of the  PPFAC ra te .)

3. To ma inta in incentives  for the  utility to manage  its  cos ts  e ffective ly

responsibility for changes in fue l and purchased power costs  should be  shared

be tween the  utility and cus tomers . recommend a  90/10 sha ring be tween

customers and TEP

4. The same 90/10 sharing percentage used for fuel and purchased power should

be  applied to changes in off-system sa les ma rgins (re la tive  to the  margins

included in the  Base  Cost of Fuel and Purchased Power)

5. The  PPFAC ra te  charged to customers  should be  diffe rentia ted by voltage  leve l

to properly re flect line  loss  diffe rences  among customers  taking se rvice  a t

diffe rent voltage  leve ls

14 Q- Why should the Base Cost of Fuel and Purchased Power reflect 100 percent

of the margins from short-term sales?

The Base  Cost of Fuel and Purchased Power is  the  s ta rting point for

ca lcula ting the  PPFAC ra te . As  such, it should re flect the  ne t cos t of fue l and

purchased power established for the  base  period, including 811 margins from short

tern sa les. Short-term sa les are  made with asse ts  tha t are  included in ra te  base , the

full cos t of which is  a lloca ted to cus tomers . Consequently, the  full va lue  of the

test-year benefit of these  sa les should be  reflected as a  credit against customer

base rates
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1 Q- Have you calculated an adjustment to the Base Cost of Fuel and Purchased

2 Power ca lcula ted  by TEP?

3 Yes . TEP  Exhibit DGH-8 pre sents  the  Company's  initia l projection of the

4 Base  Cost of Fue l and Purchased Power. In Schedule  KCH-6, I adjus t TEP 's

5 ca lcula tion to: (1) included short-te rm sa les  margins  in the  Base  Cost of Fue l and

6 Purchased Power, and (2) remove the  "market-based capacity charge" proposed

7 by TEP  for the  Luna  Ene rgy Facility (discussed in Section IV of my te s timony).

8 These two adjustments reduce the  projected Base Cost of Fuel and Purchased

9 Power from 3.30 cents /kWh to 2.88 cents /kWh.

10 Q- Why should the Forward Component be eliminated from the calculation of

11 the  P P FAC ra te ?

1 2 According to the  approach proposed by TEP, fue l and purchased power

1 3 costs  in ra tes  would a lways be  based on a  forecast. In my view, it is  not necessary

14 or desirable  to introduce  this  level of conj lecture  into the  ra te  se tting process each

15 yea r. The  primary objective  of a  PPFAC is  to protect the  utility from fue l and

16 purchased power price  vola tility. Tha t objective  is  fully accomplished us ing an

17 approach that s imply recovers the  difference  between actual costs  and Base  Costs ,

18 applying an a fte r-the -fact ca lcula tion.

19 Q Why should responsibility for fuel and purchased power costs above (or

20 below) Base Costs be shared between TEP and its customers?

21 A A sharing mechanism is  an e ffective  means for addressing the  dis incentive

22 for e ffective  cost management tha t is  otherwise  introduced with a  fue l adjus tment

23 clause . A pass-through of 100 pe rcent of cos ts  dulls  the  utility's  incentive  to

A.

A.
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1 manage  its  cos ts  e ffective ly. Some cost-sharing responsibility mainta ins  tha t

2 incentive . The  90/10 sharing approach I am recommending s trikes  a  ba lance

3 be twe e n prote cting the  utility's  fina ncia l he a lth, while  a lso providing for

4 appropria te  incentives .

5 Q. What is your assessment of TEP's proposal to retain 10 percent of the

6 revenues from short-term sales for shareholders?

7 The Company's  proposa l would have  customers  be  responsible  for 100

8 percent of the costs of genera ting off-sys tem sa les  while  rese rving 10 pe rcent of

9 the  revenues to shareholders . Such an asymmetrica l approach is  inherently

10 unreasonable . Customers should not pay for energy used to make short-term sa les

11 if the  revenue  from those  sa les  is  credited to shareholders .

1 2 Q. If the  propos ed PPFAC is  adopted, wha t is  the  proper approach to  s ha ring

1 3 short-term sales margins?

14 I be lieve  there  should be  consis tent trea tment be tween the  sharing

15 mechanism (or lack the reof applied to devia tions  in fue l and purchased power

16 expense  and the  sharing mechanism (or lack thereof) applied to devia tions  in

17 short-te rm sa les  margins . Philosophica lly, I support approaches  tha t provide  direct

18 incentives  both for rea sonably minimizing ene rgy cos ts  and for maximizing short-

19 te rm sa le s  margins . This  occurs  under traditiona l regula tion with no fue l

20 adjus tment clause  and with 100 percent re tention by the  utility of increases  in

21 short-te rm sa les  margins above  the  leve l in base  ra tes . It can a lso occur if a

22 PPFAC is adopted, and a  consistent sharing arrangement between customers and

23 the  utility is  adopted, e .g., a  90/10 customer-to-shareholder split is  adopted both

A.

A.
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1 for devia tions in fue l and purchased power expense  as  well as  for changes in

2 short-te rm sa les  margins . For this  reason, I am recommending tha t if a  PPFAC is

3 adopted, changes in short-te rm sa les  margins (re la tive  to Base  Cost) should be

4 split 90/10 be tween customers and TEP.

5 At the  same time, if the  proposed PPFAC is  adopted and it conta ins  no

6 sharing between customers and shareholders for fuel and purchased power

7 expense , then neither should there  be  any sharing of changes in short-term sales

8 margins. In such a  case , 100 percent of any increase  in short-te rm sa les  margins

9 should flow through the  fue l adjus tor mechanism to the  benefit of cus tomers .

10 Q- Why should the PPFAC rate be differentiated by voltage levels?

A fuel adj vestment charge should be  differentia ted by voltage for the  same

12 reasons tha t base  ra tes reflect voltage  differences: customers taking service  a t

1 3 higher voltages  incur fewer line  losses . Consequently, higher voltage  customers

14 require  fewer kilowa tt-hours  of gene ra tion to mee t a  given leve l of ene rgy

15 consumption de livered to the ir meters . The  PPFAC ra tes  for customers  should be

16 designed to re flect these  line  loss  diffe rences.

17

18 VI. True-Up Revenues

19 Q- What does'Decision No. 69568 require with respect to the treatment of True-

20 Up Revenues ?

21 As discussed in Section IV of my te s timony, in Decis ion No. 69568, the

22 Commiss ion de te rmined tha t ra tes  will not be  reduced by the  amount of the  Fixed

23 CTC a t such time  tha t $450 million in s tranded cos t is  recovered, a s  origina lly

A.

A.
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1 intended. Instead, the  Decis ion provided tha t TEP customers  should be  protected

2 by providing for a  mechanism to re fund or credit the  revenues , plus  inte res t, tha t

3 will continue  to be  colle cted by the  modified trea tment of the  Fixed CTC, until

4 new rates are  approved. These revenues are  called True-Up Revenues. TEP

5 es tima te s  tha t approxima te ly $66 million of True -Up Revenues  will be  collected

6 between May 2008 and December 31, 2008.13

7 Q. How has  TEP propos ed to  trea t the  True-Up Revenues ?

8 As expla ined by Mr. Grant, if the  Marke t Me thodology is  adopted, then

9 TEP proposes  to re fund the  full amount of True-Up Revenues , plus  inte res t equa l

10 to TEP 's  cos t of short-te rm debt, ove r a  twe lve -month pe riod. If the  Hybrid

11 Methodology is  chosen, TEP proposes  tha t shareholders  re ta in the  True-Up

12 Revenues , as  part of the  "compromise" be tween the  Cost-of-Service  and Marke t

1 3 Methodologie s  tha t the  Hybrid Me thodology is  intended to repre sent. If the  Cos t-

14 of-Service  Methodology is  se lected, then TEP s imila rly seeks  to re ta in the  Tme-

15 Up Revenues , but on the  grounds  tha t the  $788 million TCRAC regula tory asse t

16 cla imed by TEP a lready re flects  a  reduction of $133 million from wha t TEP could

17
u I 14

othe rwis e  c1a 1m .

18 Q- What is your assessment of TEP's proposed treatment of True-Up Revenues?

19 I agree  tha t if the  Marke t Methodology is  chosen, then the  True -Up

20 Revenues  should be  re funded over a  twelve-month period. However, the  ra te  of

21 inte rest applied should be  equa l to the  ra te  a t which TEP earns  on its  regula tory

13 Direct tes timony of Kentton C. Grant, p. 11, line 23 - p. 12, line 1.
14 Ibid., p. 11, line 19 - p- 13, line 20.

A.
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1 asse ts . I disagree  with TEP's  proposed trea tment of True-Up Revenues under the

2 Hybrid Me thodology a nd Cos t-of-S e rvice  Me thodology.

3 Q- What is  your p ropos ed  tre a tment o f True -Up Revenues  if the  Hybrid

4 Methodology is chosen?

5 I will discuss  the  Hybrid Me thodology furthe r in the  ne xt se ction of my

6 te s timony. If this  a pproa ch is  chose n, it will conve y a  s ignifica nt be ne fit to TEP .

7 In such a  case , most reasonable  trea tment of the  True-Up Revenues is  identica l to

8 my recommenda tion if the  Marke t Methodology is  chosen: the  True -Up Revenues

9 should be  re funded to customers  over a  twelve-month period, and the  ra te  of

10 inte re s t on this  regula tory liability should be  equa l to the  ra te  a t which TEP  ea rs

11 on its regulatory assets.

12 Q- What is your proposed treatment of True-Up Revenues if the Cost-of-Service

1 3 Methodology is  chos en?

14 The True-Up Revenues represent a  ra te  reduction to which customers are

15 entitled by the  te rms of the  1999 Se ttlement Agreement. S trictly speaking, these

16 revenues should be  applied to the  benefit of customers under any scenario.

17 If a  PPFAC is  adopted, then I recommend tha t the  True-Up Revenues be

18 applied as a  credit against future  PPFAC balances. These  revenues should earn

19 interest a t the  interest ra te  approved for PPFAC balances.

20 If a  PPFAC is  not adopted, then I recommend tha t the  True-Up Revenues

2 1 be  re turned to customers  over a  three-year period, and am inte res t a t the  ra te

22 applied to TEP's  regula tory asse t ba lances.

A.

A.
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1 These  two a lte rna tive  recommendations assume tha t TEP's  proposed

2 TCRAC is  re jected by the  Commiss ion. If, for some  reason, the  TCRAC is

3 adopted in whole  or in part, then the  True-Up Revenues should be  applied aga inst

4 the  TCRAC ba lance .

5 Q- Do you have any other comments regarding the True-Up Revenues?

6 Although the  True -Up Revenues  properly be long to cus tomers , AECC

7 would be  willing to accept a  re solution in which the  True -Up Revenues  were not

8 re turned to customers  under the  Cost-of-Service  Methodology, E, and only if, this

9 concess ion were  accompanied by TEP 's  withdrawal of a ll cla ims tha t the

10 Company would be  harmed by se tting ra tes  a t cost-of-se rvice . Absent such action

1 1 by TEP, the  True-Up Revenues  should be  re turned in full to cus tomers .

12

13 VII. Hvbrid Methodologv

14 Q. What has  TEP propos ed with  re s pec t to  the  Hybrid  Methodology?

15 The  Hybrid Methodology is  offe red by TEP as  a  middle  ground be tween

1 6 its  Cos t-of-Sewice  Me thodology and Marke t Me thodology. For the  mos t pa rt,

17 ra tes  would be  se t in the  same manner as  in the  Cost-of-Service  Methodology,

18 except tha t certa in genera tion asse ts  would be  excluded from ra te  base . Energy

1 9 from these  excluded facilitie s  would be  sold to TEP re ta il cus tomers  a t marke t

20 price s . The  excluded facilitie s  would be : (1) TEP 's  inte re s t in the Nava jo

2 1 Genera ting S ta tions  Units  1, 2, and 3, and (2) TEP 's  inte res t in the  Four Corners

22 Genera ting S ta tions  Units  4 and 5. There  would be  a  PPFAC as  part of the  Hybrid

23 Methodology and TEP is  willing to continue  direct access  se rvice  to cus tomers

A.

A.
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1 with loads  of 3 MW or grea te r. The re  would be  no TCRAC unde r the  Hybrid

2 Me thodology.

3 Q. What is your assessment of TEP's Hybrid Methodology proposal?

4 TEP 's  Hybrid Methodology proposa l is  more  expens ive  for cus tomers

5 than the  Cos t-of-Se rvice  Me thodology without the  TCRAC. At the  same  time , the

6 impact is  le ss  extreme  than e ithe r the  Company's  Marke t Methodology proposa l

7 or its  Cos t-of-Se rvice /TCRAC proposa l. Howe ve r, the  Hybrid Me thodology

8 proposa l is  s till founded on the  premise  tha t TEP is  entitled to se t ra tes  based on

9 the  MGC, a  premise  tha t is  without founda tion.

10 If the  Commiss ion (correctly) concludes  tha t: (1) TEP has  no bas is  to

11 cla im tha t S tandard Offer genera tion ra tes  a re  to be  se t equa l to the  MGC, and (2)

12 the  Track A Decis ion is  res  judica ta , then there  is  no reason to ente rta in the

Hybrid Methodology any furthe r. Ra te s  would prope rly be  se t based on the  Cos t-

14 of-Se rvice  Me thodology without the  TCRAC. As  discusse d a bove , this  is  my

15 recommenda tion. However, if the  Commiss ion disagrees  with my

16 recommendation, then the  Hybrid Methodology should be  considered, as  it is  le ss

17 expensive  to customers than e ither of the  a lternative  proposals  as  advanced by

18 TEP.

19 Q- Are the revenue requirement adjustments you recommended for TEP's Cost-

20 of-Service Methodology applicable to the Hybrid Methodology?

21 Yes, with the  exception of my adjus tment to TEP 's  proposed TCRAC (as

22 the  TCRAC is  not include d in the  Hybrid Me thodology). The re fore , if the  Hybrid

23 Methodology is  chosen by the  Commiss ion, then I recommend tha t the

13
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1 Commission a lso accept each of my proposed revenue requirement adjustments

2 pre se nte d in Se ction IV of my te s timony, with the  e xce ption of my TCRAC

3 adjus tment.

4

5 VIII. Direc t Acces s  Is s u es

6 Q- Do you have any comments with respect to direct access issues in this

7 p ro c e e d in g ?

8 Yes . TEP 's  proposa ls  for its  Cos t-of-Se rvice  Me thodology and Hybrid

9 Methodology include  changes  proposed by the  Company with respect to direct

10 access  rights , namely, tha t direct access  rights  for customers  be  e limina ted in the

11 former case  and restricted to customers  3 MW and grea te r in the  la tte r case . I

12 recommend tha t the  Commission re ject both of those  proposed res trictions .

13 Direct access is a statewide issue. Standard offer generation service in both the

14 APS and SRP service  te rritories  is  based on cost-of-service , and customers in

15 those territories have not been forced to relinquish their rights to direct access. In

16 fact, APS 's  genera tion ra tes  have  been designed specifica lly to avoid pre judicing

17 the direct access decision for customers. If issues of direct access are to be

18 addressed, it should occur in its  own docke t. Customer direct access  rights  should

19 not be  rolled back piecemeal as  part of this  proceeding.

20

21 Q. Does this conclude your direct testimony with respect to revenue

22 requirement?

23 Yes, it does.
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KE VIN c .  HIG G INS
Princ ipa l, Ene rgy S tra te g ie s , L.L.C.

215 South  S ta te  S t., Suite  200, Sa lt Lake  City, UT 84111

Vita e

P ROFE S S IONAL E XP E RIE NCE

P rincipa l, Energy Stra tegies , L.L.C., Sa lt Lake  City, Utah, January 2000 to present. Responsible
for energy-re la ted economic and policy ana lysis , regula tory inte rvention, and s tra tegic
negotia tion on beha lf of indus tria l, commercia l, and public sector inte re s ts . P revious ly Senior
Associa te, February 1995 to December 1999.

Adjunct Ins tructor in Economics, Westmins te r College , Sa lt Lake  city, Utah, September 1981 to
May 1982, September 1987 to May 1995. Taught in the  economics  and M.B.A. programs.
Awarded Adjunct Professor of the  Year, Gore  School of Business , 1990-91 .

Chie f of S ta ff to the  Cha irman, Sa lt Lake  County Board of Commiss ione rs , Sa lt Lake  City, Utah,
January 1991 to January 1995. Senior executive  responsibility for a ll ma tte rs  of county
gove rnment, including formula tion and execution of public policy, de live ry of approxima te ly 140
government se rvices , budge t adoption and fisca l management (over $300 million), s tra tegic
planning, coordina tion with e lected officia ls , and communica tion with consultants  and media .

Ass is tant Director, Utah Energy Office , Utah Department of Na tura l Resources , Sa lt Lake  City,
Utah, August 1985 to January 1991. Directed the  agency's  resource  deve lopment section, which
provided energy policy ana lys is  to the  Governor, implemented s ta te  energy deve lopment policy,
coordinated sta te  energy data  collection and dissemination, and managed energy technology
demons tra tion programs . Pos ition re spons ibilitie s  included policy formula tion and
implementa tion, des ign and adminis tra tion of energy technology demonstra tion programs,
s tra tegic management of the  agency's  inte rventions  before  the  Utah Public Service  Commission,
budget prepara tion, and s ta ff development. Supervised a  s ta ff of economists , engineers , and
policy analysts , and served as lead economist on se lected projects .

Utility Economis t, Utah Energy Office , Janua ry 1985 to Augus t 1985. P rovided policy and
economic ana lysis  perta ining to energy conserva tion and resource  development, with an
emphasis  on utility issues . Testified before  the  s ta te  Public Service  Commission as  an expert
witness in cases re la ted to the  above.

Acting Ass is ta nt Dire ctor, Utah Energy Office , June  1984 to January 1985. Same responsibilitie s
as  Ass is tant Director identified above .
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Research Economist, Utah Energy Office , October 1983 to June  1984. Provided economic
ana lysis  perta ining to renewable  energy resource  deve lopment and utility issues . Experience
includes prepara tion of testimony, development of s tra tegy, and appearance  as an expert witness
for the  Energy Office  before  the  Utah PSC.

Operations Research Assistant, Corpora te  Modeling and Opera tions  Research Department, Utah
Power and Light Company, Sa lt Lake  City, Utah, May 1983 to September 1983. P rimary a rea  of
responsibility: des igning and conducting energy load forecasts .

Ins tructor in Economics, Unive rs ity of Utah, Sa lt Lake  City, Utah, Janua ry 1982 to April 1983.
Taught inte rmedia te  microeconomics , principles  of macroeconomics , and economics  as  a  socia l
science.

Teacher, Ve rnon-Verona -She rrill School Dis trict, Ve rona , New York, September 1976 to June
1978.

E DUC ATIO N

Ph.D. Candida te , Economics , Unive rs ity of Utah (coursework and fie ld exams comple ted, 1981).

Fie lds  of Specia liza tion: Public Finance , Urban and Regiona l Economics , Economic
Deve lopment, Inte rna tiona l Economics , His tory of Economic Doctrine s .

Bache lor of Science , Educa tion, S ta te  Unive rs ity of New York a t P la ttsburgh, 1976 (cum laude).

Danish Inte rna tiona l S tudies  Program, Univers ity of Copenhagen, 1975.

S CHOLARS HIP S  AND FELLOWS HIP S

Unive rs ity Resea rch Fe llow, Unive rs ity of Utah, Sa lt Lake  City, Utah 1982 to 1983.
Research Fe llow, Ins titute  of Human Resources  Management, Univers ity of Utah, 1980 to 1982.
Teaching Fe llow, Economics  Department, Unive rs ity of Utah, 1978 to 1980.
New York Sta te  Regents  Schola r, 1972 to 1976.
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E XP E R T TE S TIMO NY

"Commonwealth Edison Company Proposed Genera l Increase  in Electric Ra tes ,"Illin o is
Commerce  Commiss ion, Docke t No. 07-0566. Direct te s timony submitted Februa ry ll, 2008.

"In the  Matte r of the  Applica tion of Questa r Gas  Company to File  a  Genera l Ra te  Case ,"Uta h
Public Se rvice  Commiss ion, Docke t No. 07-057-13, Direct te s timony submitted Janua ry 28,
2008 (tes t period). Cross  examined February 8, 2008 (tes t period).

"In the  Ma tte r of the  Applica tion of Rocky Mounta in Powe r for Authority to Incre a se  its  Re ta il
Electric Utility Se rvice  Ra te s  in Utah and for Approva l of its  P roposed Electric Se rvice
Schedules  and Electric Service  Regula tions, Consis ting of a  Genera l Rate  Increase  of
Approxima te ly $161 .2 Million Pe r Yea r, and for Approva l of a  New Large  Load Surcha rge ,"
Uta h Public Se rvice  Commiss ion, Docke t No. 07-035-93. Direct te s timony submitted Janua ry
25, 2008 (tes t period). Cross  examined February 7, 2008 (tes t period).

"In the  Ma tte r of the  Applica tion of Ohio Edison Compa ny, The  Cle ve la nd Ele ctric Illumina ting
Company and The  Toledo Edison Company for Authority to Increase  Ra tes  for Dis tribution
S e rvice , Modify Ce rta in Accounting P ra ctice s  a nd for Ta riff Approva ls ," P ublic Utilitie s
Commis s ion ofOh io , Ca s e  Nos . 07-551-EL-AIR, 07-552-EL-ATA, 07-553-EL-AAM, a nd 07-
554-EL-UNC. Direct te s timony submitted January 10, 2008.

"In the  Ma tte r of the  Applica tion of Rocky Mounta in Powe r for Authority to Incre a se  Its  Re ta il
Electric Utility Se rvice  Ra tes  in Wyoming, Cons is ting of a  Genera l Ra te  Increase  of
Approxima te ly $36.1 Million pe r Yea r, and for Approva l of a  New Renewable  Resource
Me cha nism a nd Ma rgina l Cos t P ricing Ta riff," Wyo min g Public Se rvice  Commiss ion, Docke t
No. 20000-277-ER-07. Direct te s timony submitted January 7, 2008.

"In the  Ma tte r of the  Applica tion of Idaho Power Company for Authority to Increase  Its  Ra te s
and Charges  for Electric Service  to Electric Customers  in the  S ta te  of Idaho," Id a h o P ublic
Utilitie s  Commiss ion, Case  No. IPC-E-07-8. Direct te s timony submitted December 10, 2007.
Cross examined January 23, 2008.

"In The  Matte r of the  Applica tion of Consumers  Ene rgy Company for Authority to Increase  Its  Ra te s
for the  Gene ra tion and Dis tribution Of Electricity and Othe r Re lie f,"Mic h ig a n Public Se rvice
Commiss ion, Case  No. U-15245. Direct te s timony submitted November 6, 2007. Rebutta l te s timony
submitted November 20, 2007.

"In the  Ma tte r of Monta na -Da kota  Utilitie s  Co., Applica tion for Authority to Es ta blish Incre a se d
Ra te s  for Electric Se rvice ,"Mo n ta n a Public Se rvice  Commiss ion, Docke t No. D2007.7.79.
Direct te s timony submitted October 24, 2007.
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In the  Ma tte r of the  Applica tion of Public Se rvice  Compa ny of Ne w Me xico for Re vis ion of its
Re ta il Electric Ra te s  Pursuant to Advice  Notice  No. 334," New Me xic o P ublic Re gula tion
Commiss ion, Case  No. 07-0077-UT. Direct te s timony submitted October 22, 2007. Rebutta l
tes timony submitted November 19, 2007. Cross  examined December 12, 2007

In The  Matte r of Georgia  Power Company's  2007 Ra te  Case ," Georgia Public Se rvice
Commiss ion, Docke t No. 25060-U. Direct te s timony submitted October 22, 2007. Cross
examined November 7. 2007

In the  Ma tte r of the  Applica tion of Rocky Mounta in Power for an Accounting Orde r to De fe r
the  Costs  Re la ted to the  MidAmerican Energy Holdings  Company Transaction,"Uta h P ublic
Se rvice  Commiss ion, Docke t No. 07-035-04, "In the  Ma tte r of the  Applica tion of Rocky
Mounta in Power, a  Divis ion of PacifiCorp, for a  Defe rred Accounting Orde r To Defe r the  Cos ts
of Loans  Made  to Grid West, the  Regiona l Transmiss ion Organiza tion," Docke t No. 06-035-163
In the  Ma tte r of the  Applica tion of Rocky Mounta in Power for an Accounting Orde r for Cos ts

re la ted to the  Flooding of the  Powerda le  Hydro Facility," Docke t No. 07-035-14. Direct
tes timony submitted September 10, 2007. Surrebutta l te s timony submitted October 22, 2007
Cross examined October 30. 2007

In the Matter of General Adj vestment of Electric Rates of East Kentucky Power Cooperative, Inc
Ke n tuc ky Public Se rvice  Commiss ion, Case  No. 2006-00472. Direct te s timony submitted July 5

In the  Matte r of the  Applica tion of Sempra  Energy Solutions  for a  Certifica te  of Convenience
and Necess ity for Compe titive  Re ta il Electric Se rvice ," Arizo n a Corpora tion Commiss ion
Docke t No. E-03964A-06-0168. Direct te s timony submitted July 3, 2007. Rebutta l te s timony
submitted January 17, 2008

Applica tion of Public Se rvice  Company of Oklahoma  for a  De te rmina tion tha t Additiona l
Electric Gene ra ting Capacity Will Be  Used and Use ful," Okla homa Corpora tion Commiss ion
Cause  No. PUD 200500516, "Applica tion of Public Se rvice  Company of Oklahoma  for a
De te rmina tion tha t Additiona l Base load Electric Gene ra ting Capacity Will Be  Used and Use ful
Cause  No. PUD 200600030, "In the  Matte r of the  Applica tion of Oklahoma Gas  and Electric
Company for an Order Granting Pre -Approva l to Construct Red Rock Genera ting Facility and
Authorizing a  Recovery Rider," Cause  No. PUD200700012. Responsive  te s timony submitted
May21, 2007. Cross  examined July 26, 2007

Applica tion of Nevada  Power Company for Authority to Increase  Its  Annua l Revenue
Requirement for Genera l Ra tes  Charged to All Classes  of Electric Customers  and for Re lie f
P rope rly Re la te d The re to," P ublic Utilitie s  Commiss ion ofNe va da , Docke t No. 06-11022
Direct te s timony submitted March 14, 2007 (Phase  III - revenue  requirements) and March 19
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2007 (Phase  IV .- ra te  design). Cross  examined April 10, 2007 (Phase  III -- revenue  requirements)
and April 16, 2007 (Phase  IV .-- ra te  design).

"In the  Ma tte r of the  Applica tion of Ene rgy Arkansa s , Inc. for Approva l of Changes  in Ra te s  for

Re ta il Ele ctric S e rvice ," Arkans as Public Se rvice  Commiss ion, Docke t No. 06-101-U. Dire ct
tes timony submitted February 5, 2007. Surrebutta l te s timony submitted March 26, 2007.

"Monongahe la  Power Company and The  Potomac Edison Company, both d/b/a Allegheny Power
- Rule  42T Applica tion to Increase  Electric Ra te s  and Charges ," Public Se rvice  Commiss ion of
We s t Virg in ia , Case  No. 06-0960-E-42T, "Monongahela  Power Company and The  Potomac
Edison Company, both d/b/a Allegheny Power .- Informa tion Required for Change  of
Deprecia tion Ra tes  Pursuant to Rule  20," Case  No. 06-1426-E-D. Direct and rebutta l te s timony
submitted January 22, 2007.

"In the  Ma tte r of the  Ta riffs  of Aquila , Inc., d/b/a  Aquila  Ne tworks -MP S  a nd Aquila  Ne tworks -
L&P Increas ing Electric Ra tes  for the  Se rvices  Provided to Cus tomers  in the  Aquila  Ne tworks-
MP S  a nd Aquila  Ne tworks -L&P  Missouri S e rvice  Are a s ,"Mis s o u ri P ublic S e rvice
Commiss ion, Case  No. ER-2007-0004. Direct te s timony submitted January 18, 2007 (revenue
requirements) and January 25, 2007 (revenue  apportionment). Supplementa l direct tes timony
submitted February 27, 2007.

"In the  Ma tte r of the  Filing by Tucson Electric Power Company to Amend Decis ion No. 62103,
Arizo n a Corpora tion Commiss ion, Docke t No. E-01933A-05-0650. Direct te s timony submitted
January 8, 2007. Surrebutta l tes timony filed February 8, 2007. Cross  examined March 8, 2007.

"In the  Ma tte r of Union Ele ctric Compa ny d/b/a Ame re nUE for Authority to File  Ta riffs
Increas ing Ra tes  for Electric Se rvice  Provided to Customers  in the  Company's  Missouri Se rvice
Area ," Missouri Public Se rvice  Commiss ion, Case  No. ER-2007-0002. Direct te s timony
submitted December 15, 2006 (revenue  requirements) and December 29, 2006 (fue l adjustment
clause /cost-of-se rvice /ra te  design). Rebutta l tes timony submitted February 5, 2007 (cost-of-
se rvice). Surrebutta l tes timony submitted February 27, 2007. Cross  examined March 21, 2007.

"In the  Ma tte r of Applica tion of The  Union Light, Hea t and Power Company d/b/a  Duke  Ene rgy
Kentucky, Inc. for an Adjus tment of Electric Ra te s ," Ke n tuc ky Public Se rvice  Commiss ion,
Case  No. 2006-00172. Direct tes timony submitted September 13, 2006.

"In the  Ma tte r of Appa lachian Power Company's  Applica tion for Increa se  in Electric Ra te s ,"
Virg in ia Sta te  Corpora tion Commiss ion, Case  No. PUE-2006-00065. Direct te s timony
submitted September 1, 2006. Cross examined December 7, 2006.

"In the  Ma tte r of the  Applica tion of Arizona  Public Se rvice  Company for a  Hea ring to De te rmine
the  Fa ir Va lue  of the  Utility Property for Ra temddng Purposes , to Fix a  Jus t and Reasonable
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Rate  of Return Thereon, To Approve  Rate  Schedules  Designed to Develop Such Return, and to
Amend Decis ion No. 67744, Arizo n a Corpora tion Commiss ion," Docke t No. E-01345A-05-
0816. Direct tes timony submitted August 18, 2006 (revenue  requirements) and September 1,
2006 (cost-of-sewice /ra te  design). Surrebutta l tes timony submitted September 27, 2006. Cross
examined November 7, 2006.

"Red The  Tariff Shee ts  Filed by Public Se rvice  Company of Colorado with Advice  Le tte r
No 1454 - Ele ctric," Colorado Public Utilitie s  Commiss ion, Docke t No. 06S-234EG. Arlswe r
tes timony submitted August 18, 2006.

"Portla nd Ge ne ra l Ele ctric Ge ne ra l Ra te  Ca se  Filing," Public Utility Commiss ion of Oregon ,
Docke t No. UE-180. Direct te s timony submitted Augus t 9, 2006. Joint te s timony rega rding
s tipula tion submitted August 22, 2006.

"2006 Puget Sound Energy General Rate  Case ," Wa s hing ton Utilitie s  a nd Tra nsporta tion
Commission, Docke t Nos. UE-060266 and UG-060267. Response  tes timony submitted July 19,
2006. Joint te s timony regarding s tipula tion submitted August 23, 2006.

"In the  Ma tte r of PacifiCorp, db Pacific Power & Light Company, Reques t for a  Gene ra l Ra te
Increa se  in the  Company's  Oregon Annua l Revenues ," Public Utility Commiss ion ofOregon,
Docke t No. UE-179. Direct te s timony submitted July 12, 2006. Joint te s timony rega rding
s tipula tion submitted August 21, 2006.

"Pe tition of Me tropolita n Edison Compa ny for Approva l of a  Ra te  Tra ns ition P la n,"
Pe nnsylva nia  Public Utilitie s  Commiss ion, Docke t Nos . P -00062213 a nd R-00061366, "Pe tition
of Pennsylvania  Electric Company for Approva l of a  Ra te  Trans ition P lan," Docke t Nos . P -
0062214 and R-00061367, Merger Savings Remand Proceeding, Docket Nos. A-l l 0300F0095
and A-l l0400F0040. Direct te s timony submitted July 10, 2006. Rebutta l te s timony submitted
August 8, 2006. Surrebutta l tes timony submitted August 18, 2006. Cross  examined August 30,
2006.

"In the  Ma tte r of the  Applica tion of PacifiCorp for approva l of its  P roposed Electric Ra te
Schedules  & Electric Se rvice  Regula tions ," Uta h Public Se rvice  Commiss ion, Docke t No. 06-
035-21. Direct te s timony submitted June  9, 2006 (Test Period). Surrebutta l te s timony submitted
July 14, 2006.

"Joint Applica tion of Ques ta r Gas  Company, the  Divis ion of Public Utilitie s , and Utah Clean
Ene rgy for the  Approva l of the  Conse rva tion Enabling Ta riff Adjus tment Option and Accounting
Orde rs ,"Uta h Public Se rvice  Commiss ion, Docke t No. 05-057-T01. Direct te s timony submitted
May 15, 2006. Rebutta l tes timony submitted August 8, 2007. Cross  examined September 19,
2007.
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"Ce ntra l Illinois  Light Compa ny d/b/a Ame re nCILCO, Ce ntra l Illinois  Powe r Compa ny d/b/a
AmerenCIPS , Illinois  Power Company d/b/a AmerenIP, Proposed Genera l Increase  in Rates for
De live ry Se rvice  (Ta riffs  File d De ce mbe r 27, 2005)," Illin o is Commerce  Commiss ion, Docke t
Nos . 06-0070, 06-0071, 06-0072. Direct te s timony submitted March 26, 2006. Rebutta l
tes timony submitted June  27, 2006.

"In the  Matte r of Appa lachian Power Company and Whee ling Power Company, both db
Ame rica n Ele ctric Powe r," Public Se rvice  Commiss ion ofWe s t Virg in ia , Ca se  No. 05-l278-E-
PC-PW-42T. Direct and rebutta l te s timony submitted March 8, 2006.

"In the  Matte r of Northe rn S ta te s  Power Company d/b/a  Xce l Energy for Authority to Increase
Ra te s  for Electric Se rvice  in Minnesota ,"Min n e s o ta P ublic Utilitie s  Commis s ion, Docke t No.
G-002/GR-05-1428. Direct te s timony submitted March 2, 2006. Rebutta l te s timony submitted
March 30, 2006. Cross  examined April 25, 2006.

"In the  Ma tte r of the  Applica tion of Arizona  Public Se rvice  Compa ny for a n Eme rge ncy Inte rim
Rate  Increase  and for an inte rim Amendment to Decis ion No. 67744," Arizo n a Corpora tion
Commiss ion, Docke t No. E-01345A-06-0009. Direct te s timony submitted Februa ry 28, 2006.
Cross  examined March 23, 2006.

"In the  Matte r of the  Applica tions  of Westa r Energy, Inc. and Kansas  Gas  and Electric Company
for Approva l to Make  Certa in Changes  in The ir Charges  for Electric Se rvice ," S ta te  Corpora tion
Commis s ion ofKans as , Case  No. 05-WSEE-981-RTS. Direct te s timony submitted September 9,
2005. Cross examined October 28, 2005.

"In the  Matte r of the  Applica tion of Columbus  Southe rn Power Company and Ohio Power
Company for Authority to Recover Cos ts  Associa ted with the  Cons truction and Ultima te
Ope ra tion of an Integra ted Combined Cycle  Electric Gene ra ting Facility," Public Utilitie s
Commis s ion ofOh io ," Case  No. 05-376-EL-UNC. Direct te s timony submitted July 15, 2005.
Cross  examined August 12, 2005.

"In the  Matte r of the  Filing of Genera l Ra te  Case  Informa tion by Tucson Electric Power
Company Pursuant to Decis ion No. 62103," Arizo n a Corpora tion Commiss ion, Docke t No. E-
01933A-04-0408. Direct tes timony submitted June  24, 2005 .

"In the  Ma tte r of Applica tion of The  De troit Edison Company to Unbundle  and Rea lign Its  Ra te
Schedule s  for Jurisdictiona l Re ta il Sa le s  of Electricity,"Mic h ig a n P ublic S e rvice  Commiss ion,
Case  No. U-14399. Direct te s timony submitted June  9, 2005. Rebutta l te s timony submitted July
1, 2005.
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"In the  Ma tte r of the  Applica tion of Consumers  Ene rgy Company for Authority to Increase  Its
Ra te s  for the  Gene ra tion and Dis tribution of Electricity and Othe r Re lie f,"Mic h ig a n P ublic
Service  Commission, Case  No. U-14347. Direct te s timony submitted June  3, 2005. Rebutta l
testimony submitted June 17, 2005 .

"In the  Matte r of Pacific Power & Light, Reques t for a  Genera l Ra te  Increase  in the  Company's
Ore gon Annua l Re ve nue s ," Public Utility Commiss ion ofOregon , Docke t No. UE 170. Dire ct
tes timony submitted May 9, 2005. Surrebutta l te s timony submitted June  27, 2005. Joint
tes timony regarding partia l s tipula tions  submitted June  2005, July 2005, and August 2005.

"In the  Ma tte r of the  Applica tion of Trico Electric Coope ra tive , Inc. for a  Ra te  Increa se ,"
Arizo n a Corpora tion Commiss ion, Docke t No. E-01461 A-04-0607. Direct te s timony submitted
April 13, 2005. Surrebutta l te s timony submitted May 16, 2005. Cross  examined May 26, 2005 .

"In the  Ma tte r of the  Applica tion of Pa cifiCorp for Approva l of its  P ropose d Ele ctric Se rvice
Schedules  and Electric Service  Regula tions ,"Uta h Public Se rvice  Commiss ion, Docke t No. 04-
035-42. Direct testimony submitted January 7, 2005 .

"In the  Ma tte r of the  Applica tion by Golde n Va lle y Ele ctric Associa tion, Inc., for Authority to
Implement S implified Ra te  Filing P rocedures  and Adjus t Ra te s ," Regula tory Commiss ion of
Ala s ka , Docke t No. U-4-33. Direct te s timony submitted November 5, 2004. Cross  examined
February 8, 2005.

"Advice  Le tte r No. 1411 - Public Se rvice  Company of Colorado Electric Phase  II Genera l Ra te
Case ," Colorado Public Utilitie s  Commiss ion, Docke t No. 04S-164E. Dire ct te s timony
submitted October 12, 2004. Cross-answer tes timony submitted December 13, 2004. Testimony
withdra wn Ja nua ry 18, 2005, following Applica nt's  withdra wa l of te s timony pe rta ining to TOU
ra tes .

"In the  Matte r of Georgia  Power Company's  2004 Ra te  Case ," Georgia Public Se rvice
Commiss ion, Docke t No. 18300-U. Direct te s timony submitted October 8, 2004. Cross  examined
October 27, 2004.

"2004 Puget Sound Energy General Rate  Case ," Wa s hing ton Utilitie s  a nd Tra nsporta tion
Commission, Docke t Nos. UE-040641 and UG-040640. Response  tes timony submitted
September 23, 2004. Cross-answer tes timony submitted November 3, 2004. Joint tes timony
regarding s tipula tion submitted December 6, 2004.

"In the  Ma tte r of the  Applica tion of Pa cifiCorp for a n Inve s tiga tion of Inte rjurisdictiona l Is sue s ,"
Uta h Public Se rvice  Commiss ion, Docke t No. 02-035-04. Direct te s timony submitted July 15,
2004. Cross examined July 19, 2004.
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"In the  Matte r of an Adjus tment of the  Gas  and Electric Ra tes , Te rms and Conditions  of
Ke ntucky Utilitie s  Compa ny," Ke n tuc ky Public Se rvice  Commiss ion, Case  No. 2003-00434.
Direct te s timony submitted March 23, 2004. Tes timony withdrawn pursuant to s tipula tion
entered May 2004.

"In the  Matte r of an Adjus tment of the  Gas  and Electric Ra tes , Te rms and Conditions  of
Louisville  Ga s  a nd Ele ctric Compa ny," Ke n tuc ky Public Se rvice  Commiss ion, Case  No. 2003-
00433. Direct te s timony submitted March 23, 2004. Tes timony withdrawn pursuant to s tipula tion
entered May 2004.

"In the  Ma tte r of the  Applica tion of Idaho Power Company for Authority to Increa se  Its  Inte rim
and Base  Rates and Charges for Electric Service ," Id a h o P ublic Utilitie s  Commiss ion, Ca se  No.
IPC-E-03-13. Direct te s timony submitted Februa ry 20, 2004. Rebutta l te s timony submitted
March 19, 2004. Cross  examined April 1, 2004.

"In the  Ma tte r of the  Applica tions  of the  Ohio Edison Company, the  Cleve land Electric
Illumina ting Company and the  Toledo Edison Company for Authority to Continue  and Modify
Certa in Regula tory Accounting Practices  and Procedures , for Tariff Approva ls  and to Establish
Rates  and Other Charges , Including Regula tory Transition Charges  Following the  Marke t
De ve lopme nt P e riod," P ublic Utilitie s  Commiss ion of Oh io , Ca se  No. 03-2144-EL-ATA. Dire ct
testimony submitted February 6, 2004. Cross  examined February 18, 2004.

"In the  Ma tte r of the  Applica tion of Arizona  Public Se rvice  Company for a  Hea ring to De te rmine
the  Fa ir Va lue  of the  Utility Property of the  Company for Ra temaking Purposes , To Fix a  Jus t
and Reasonable  Rate  of Return Thereon, To Approve Rate  Schedules Designed to Develop Such
Return, and For Approva l of Purchased Power Contract," Arizo n a Corpora tion Commiss ion,
Docke t No. E-01345A-03-0437. Direct te s timony submitted Februa ry 3, 2004. Rebutta l
te s timony submitted March 30, 2004. Direct te s timony rega rding s tipula tion submitted
September 27, 2004. Responsive  / Cla rifying tes timony regarding s tipula tion submitted October
25, 2004. Cross  examined November 8-10, 2004 and November 29-December 3, 2004.

"In the  Matte r of Applica tion of the  De troit Edison Company to Increase  Ra tes , Amend Its  Ra te
Schedules  Governing the  Dis tribution and Supply of Electric Energy, e tc.,"Mic h ig a n P ublic
Service  Commission, Case  No. U-13808. Direct tes timony submitted December 12, 2003
(interim request) and March 5, 2004 (genera l ra te  case).

"In the  Ma tte r of P a citiCorp's  Filing of Re vise d Ta riff S che dule s ," P ublic Utility Commiss ion of
Oregon , Docke t No. UE-147. Joint te s timony regarding s tipula tion submitted August 21, 2003 .
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"Pe tition of PSI Energy, Inc. for Authority to Increase  Its  Ra tes  and Charges  for Electric Se rvice ,
e tc.," In d ia n a Utility Regula tory Commiss ion, Cause  No. 42359. Direct te s timony submitted
August 19, 2003. Cross examined November 5, 2003 .

"In the  Matte r of the  Applica tion of Consumers  Energy Company for a  Financing Orde r
Approving the  Se curitiza tion of Ce rta in of its  Qua lifie d Cos t,"Mic h ig a n Public Se rvice
Commiss ion, Case  No. U-13715. Direct te s timony submitted April 8, 2003. Cross  examined
April 23, 2003 .

"In the  Ma tte r of the  Applica tion of Arizona  P ublic S e rvice  Compa ny for Approva l of
Adjus tment Mechanisms ," Arizo n a Corpora tion Commiss ion, Docke t No. E-01345A-02-0403.
Direct te s timony submitted February 13, 2003. Surrebutta l te s timony submitted March 20, 2003 .
Cross  examined April 8, 2003 .

"Red The  Investiga tion and Suspension of Tariff Shee ts  Filed by Public Service  Company of
Colora do, Advice  Le tte r No. 1373 - Ele ctric, Advice  Le tte r No. 593 - Ga s , Advice  Le tte r No. 80
_.. Steam,"Colorado Public Utilitie s  Commiss ion, Docke t No. 02S-315 EG. Dire ct te s timony
submitted November 22, 2002. Cross-answer testimony submitted January 24, 2003 .

"In the  Ma tte r of the  Applica tion of The  De troit Edison Company to Implement the
Commission's  S tranded Cost Recovery Procedure  and for Approva l of Net S tranded Cost
Recovery Charges ,"Mic h ig a n Public Se rvice  Commiss ion, Case  No. U-13350. Direct te s timony
submitted November 12, 2002.

"Applica tion of South Ca rolina  Electric & Gas  Company: Adjus tments  in the  Company's
Electric Ra te  Schedules  and Ta riffs ," Public Se rvice  Commiss ion ofS ou th  Ca ro lina , Docke t
No. 2002-223-E. Direct te s timony submitted November 8, 2002. Surrebutta l te s timony submitted
November 18, 2002. Cross  examined November 21, 2002.

"In the  Matte r of the  Applica tion of Queste r Gas Company for a  Genera l Increase  in Ra tes  and
Charges ," Uta h Public Se rvice  Commiss ion, Docke t No. 02-057-02. Direct te s timony submitted
August 30, 2002. Rebutta l tes timony submitted October 4, 2002.

"The  Kroge r Co. v. Dyne gy P owe r Ma rke ting, Inc," Fede ra l Ene rgy Regula tory Commis s ion ,
EL02-119-000. Confide ntia l a ffida vit file d Augus t 13, 2002.

"In the  matte r of the  applica tion of Consumers  Energy Company for de te rmina tion of ne t
stranded costs  and for approval of net s tranded cost recovery charges,"Mic h ig a n Public Se rvice
Commiss ion, Case  No. U-13380. Direct te s timony submitted August 9, 2002. Rebutta l te s timony
submitted August 30, 2002. Cross examined September 10, 2002.
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"In the  Ma tte r of the  Applica tion of Public Se rvice  Company of Colorado for an Orde r to Revise
Its  Ince ntive  Cos t Adjus tme nt," Colorado P ublic Utilitie s  Commis s ion, Docke t 02A-l58E.
Dire ct te s timony submitte d April 18, 2002.

"In the  Matte r of the  Generic Proceedings  Concerning Electric Res tructuring Issues ," Arizo n a
Corpora tion Commiss ion, Docke t No. E-00000A-02-0051 , "In the  Ma tte r of Arizona  Public
Se rvice  Company's  Reques t for Va riance  of Ce rta in Requirements  of A.A.C. R14-2-l606,"
Docke t No. E-01345A-01 -0822, "In the  Matte r of the  Generic Proceeding Concerning the
Arizona  Inde pe nde nt Sche duling Adminis tra tor," Docke t No. E-00000A-0l-0630, "In the  Ma tte r
of Tucson Electric Power Company's  Applica tion for a  Va riance  of Ce rta in Electric Compe tition
Rule s  Complia nce  Da te s ," Docke t No. E-01933A-02-0069, "In the  Ma tte r of the  Applica tion of
Tucson Electric Power Company for Approva l of its  S tranded Cos t Recovery," Docke t No. E-
01933A-98-0471. Direct te s timony submitted March 29, 2002 (APS va riance  reques t), May 29,
2002 (APS Track A proceeding/marke t power issues), and July 28, 2003 (Arizona  ISA). Rebutta l
tes timony submitted August 29, 2003 (Arizona  ISA). Cross  examined June  21 , 2002 (APS Track
A proceeding/market power issues) and September 12, 2003 (Arizona  ISA) .

"In the  Matte r of Savannah Electric & Power Company's  2001 Ra te  Case ," Georgia P ublic
Se rvice  Commiss ion, Docke t No. 14618-U. Direct te s timony submitted March 15, 2002. Cross
examined March 28, 2002.

"Nevada  Power Company's  2001 Defe rred Ene rgy Case ," Public Utilitie s  Commiss ion of
Nevada , PUCN 01-11029. Direct te s timony submitted February 7, 2002. Cross  examined
February 21, 2002.

"200 l Puge t Sound Energy Inte rim Rate  Case ," Wa s hing ton Utilitie s  a nd Tra nsporta tion
Commiss ion, Docke t Nos . UE-011570 and UE-011571. Direct te s timony submitted January 30,
2002. Cross examined February 20, 2002.

"In the  Matte r of Georgia  Power Company's  2001 Ra te  Case ," Georgia Public Se rvice
Commiss ion, Docke t No. 14000-U. Direct te s timony submitted October 12, 2001. Cross
examined October 24, 2001 .

"In the  Ma tte r of the  Applica tion of Pa cifiCorp for Approva l of Its  P ropose d Ele ctric Ra te
Schedules  and Electric Service  Regula tions ," Uta h Public Se rvice  Commiss ion, Docke t No. 01-
35-01. Direct te s timony submitted June  15, 2001. Rebutta l te s timony submitted August 31 ,
2001 .

"In the  Matte r of Portland Genera l Electric Company's  Proposa l to Res tructure  and Reprice  Its
Se rvice s  in Accorda nce  with the  P rovis ions  of SB l 149," Public Utility Commiss ion ofOregon ,
Docke t No. UE-115. Direct te s timony submitted Februa ry 20, 2001. Rebutta l te s timony
submitted May 4, 2001. Joint te s timony regarding s tipula tion submitted July 27, 2001 .

11
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In the  Ma tte r of the  Applica tion of APS Ene rgy Se rvices , Inc. for Decla ra tory Orde r or Waive r
of the  Ele ctric Compe tition Rule s ," Arizo n a Corpora tion Commis s ion, Docke t No.E-0l933A
00-0486. Direct te s timony submitted July 24, 2000

In the  Matte r of the  Applica tion of Questa r Gas  Company for an Increase  in Ra tes  and
Charges ," Uta h Public Se rvice  Commiss ion, Docke t No. 99-057-20. Direct te s timony submitted
April 19, 2000. Rebutta l te s timony submitted May 24, 2000. Surrebutta l te s timony submitted
May 31, 2000. Cross  examined June  6 & 8, 2000

In the  Ma tte r of the  Applica tion of Columbus  Southe rn Power Company for Approva l of
Ele ctric Tra ns ition P la n a nd Applica tion for Re ce ipt of Tra ns ition Re ve nue s ," Public Utility
Commiss ion of Oh io , Ca se  No. 99-1729-EL-ETP , "In the  Ma tte r of the  Applica tion of Ohio
Powe r Compa ny for Approva l of Ele ctric Tra ns ition P la n a nd Applica tion for Re ce ipt of
Tra ns ition Re ve nue s ," P ublic Utility Commiss ion ofOh io , Case  No. 99-1730-EL-ETP. Direct
testimony prepared, but not submitted pursuant to se ttlement agreement e ffected May 2, 2000

In the  Ma tte r of the  Applica tion of Firs tEne rgy Corp. on Beha lf of Ohio Edison Company, The
Cleve land Electric Illumina ting Company, and the  Toledo Edison Company for Approva l of
The ir Tra ns ition P la ns  a nd for Authoriza tion to Colle ct Tra ns ition Re ve nue s ," Public Utility
Commis s ion ofOh io , Case  No. 99-1212-EL-ETP. Direct te s timony prepa red, but not submitted
pursuant to se ttlement agreement e ffected April l l, 2000

2000 Pricing Process ," Sa lt Rive r P ro je c t Boa rd of Directors , ora l comments  provided March
6, 2000 and April 10, 2000

Tucson Electric Power Company vs . Cyprus  S ie rrita  Corpora tion," Arizo n a Corpora tion
Commiss ion, Docke t No. E-000001-99-0243. Direct te s timony submitted October 25, 1999
Cross examined November 4, 1999

Applica tion of Hilda le  City a nd Inte rmounta in Municipa l Ga s  Associa tion for a n Orde r
Granting Access  for Transporta tion of Inte rs ta te  Natura l Gas over the  Pipe lines  of Questa r Gas
Compa ny for Hilda le , Uta h," Uta h Public Se rvice  Commiss ion, Docke t No. 98-057-01. Rebutta l
te s timony submitted August 30, 1999

In the  Ma tte r of the  Applica tion by Arizona  Ele ctric Powe r Coope ra tive , Inc. for Approva l of Its
Filing as  to Regula tory Asse ts  and Transition Revenues ," Arizo n a Corpora tion Commiss ion
Docke t No. E-01773A-98-0470. Direct te s timony submitted July 30, 1999. Cross  examined
February 28, 2000

In the  Ma tte r of the  Applica tion of Tucson Ele ctric Powe r Compa ny for Approva l of its  P la n
for S tranded Cost Recovery," Arizo n a Corpora tion Commiss ion, Docke t No. E-01933A-98
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0471, "In the  Ma tte r of the  Filing of Tucson Electric Power Company of Unbundled Ta riffs
Pursuant to A.A.C. R14-2-1601 e t seq.," Docke t No. E-01933A-97-0772, "In the  Ma tte r of the
Compe tition in the  P rovis ion of Electric Se rvice  Throughout the  S ta te  of Arizona ," Docke t No.
RE-00000C-94-0165. Direct te s timony submitted June  30, 1999. Rebutta l te s timony submitted
Augus t 6, 1999. Cross  examined Augus t l1-13, 1999.

"In the  Ma tte r of the  Applica tion of Arizona  Public Se rvice  Compa ny for Approva l of its  P la n
for S tranded Cost Recovery," Arizo n a Corpora tion Commiss ion, Docke t No. E-01345A-98-
0473, "In the  Ma tte r of the  Filing of Arizona  Public Se rvice  Compa ny of Unbundle d Ta riffs
Pursuant to A.A.C. R14-2-1601 e t seq.," Docke t No. E-01345A-97-0773, "In the  Ma tte r of the
Compe tition in the  Provis ion of Electric Se rvice  Throughout the  S ta te  of Arizona ," Docke t No .
RE-00000C-94-0165. Direct te s timony submitted June  4, 1999. Rebutta l te s timony submitted
July 12, 1999. Cross  examined July 14, 1999.

"In the  Ma tte r of the  Applica tion of Tucson Ele ctric Powe r Compa ny for Approva l of its  P la n for
Stranded Cost Recovery," Arizo n a Corpora tion Commiss ion, Docke t No. E-01933A-98-0471,
"In the  Ma tte r of the  Filing of Tucson Electric Power Company of Unbundled Ta riffs  Pursuant to
A.A.C. R14-2-1601 e t se q.," Docke t No. E-01933A-97-0772, "In the  Ma tte r of the  Applica tion
of Arizona  Public Se rvice  Company for Approva l of its  P lan for S tranded Cos t Recove ry,"
Docke t No. E-01345A-98-0473, "In the  Ma tte r of the  Filing of Arizona  Public Se rvice  Compa ny
of Unbundled Ta riffs  Pursuant to A.A.C. R14-2-1601 e t seq.," Docke t No. E-01345A-97-0773,
"In the  Ma tte r of the  Compe tition in the  P rovis ion of Electric Se rvice  Throughout the  S ta te  of
Arizona ," Docke t No. RE-00000C-94-0165. Direct te s timony submitted November 30, 1998.

"He a rings  on P ricing," Sa lt Rive r P ro jec t Board of Directors , written and ora l comments
provided November 9, 1998.

"Hearings  on Cus tomer Choice ," Sa lt Rive r P ro jec t Boa rd of Dire ctors , writte n a nd ora l
comments  provided June  22, 1998, June  29, 1998, July 9, 1998, August 7, 1998, and August 14,
1998.

"In the  Ma tte r of the  Compe tition in the  P rovis ion of Electric Se rvice  Throughout the  S ta te  of
Arizona ," Arizo n a Corpora tion Commiss ion, Docke t No. U-0000-94-165. Direct and rebutta l
tes timony filed January 21, 1998. Second rebutta l tes timony filed February 4, 1998. Cross
examined February 25, 1998.

"In the  Ma tte r of Consolida ted Edison Company of New York, Inc.'s  P lans  for (1) Electric
Ra te /Restructuring Pursuant to Opinion No. 96-12, and (2) the  Formation of a  Holding Company
Pursuant to PSL, Sections 70, 108, and 110, and Certa in Rela ted Transactions,"Ne w Yo rk
Public Se rvice  Commiss ion, Case  96-E-0897. Direct te s timony tiled April 9, 1997. Cross
examined May 5, 1997.
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"In the  Matte r of the  Pe tition of Sunnyside  Cogenera tion Associa tes  for Enforcement of Contract
P rovis ions ,"Uta h Public Se rvice  Commiss ion, Docke t No, 96-2018-01. Direct te s timony
submitted July 8, 1996.

"In the  Ma tte r of the  Applica tion of P a cifiCorp, db P a cific P owe r & Light Compa ny, for
Approva l of Revised Ta riff Schedule s  and an Alte rna tive  Form of Regula tion P lan," Wyo min g
P ublic S e rvice  Commiss ion, Docke t No. 2000-ER-95-99. Dire ct te s timony submitte d April 8,
1996.

"In the  Matte r of the  Applica tion of Mounta in Fue l Supply Company for an Increase  in Ra tes  and
Charges ," Uta h Public Se rvice  Commiss ion, Case  No. 95-057-02. Direct te s timony submitted
June  19, 1995. Rebutta l te s timony submitted July 25, 1995. Surrebutta l te s timony submitted
August 7, 1995.

"In the  Matte r of the  Investiga tion of the  Reasonableness  of the  Ra tes  and Tariffs  of Mounta in
Fue l Supply Company," Uta h Public Se rvice  Commiss ion, Case  No. 89-057-15. Direct
te s timony submitted July 1990. Surrebutta l te s timony submitted Augus t 1990.

"In the  Matte r of the  Review of the  Ra tes  of Utah Power and Light Company pursuant to The
Order in Case  No. 87-035-27,"Uta h Public Se rvice  Commiss ion, Case  No. 89-035-10. Rebutta l
testimony submitted November 15, 1989. Cross examined December 1, 1989 (ra te  schedule
changes  for s ta te  facilitie s).

"In the  Ma tte r of the  Applica tion of Uta h P owe r & Light Compa ny a nd P C/UP &L Me rging Coin.
(to be  renamed PacifiCorp) for an Orde r Authorizing the  Merge r of Utah Power & Light
Company and PacifiCorp into PC/UP&L Merging Corp. and Authorizing the  Issuance  of
Securitie s , Adoption of Tariffs , and Transfe r of Certifica tes  of Public Convenience  and Necess ity
a nd Authoritie s  in Conne ction The re with," Uta h Public Se rvice  Commiss ion, Case  No. 87-035-
27, Dire ct te s timony submitte d April ll, 1988. Cross  e xa mine d Ma y 12, 1988 (e conomic impa ct
of UP &L me rge r with P a cifiCorp).

"In the  Ma tte r of the  Applica tion of Mounta in Fue l S upply Compa ny for Approva l of
Inte rruptible  Indus tria l Transporta tion Ra te s ," Uta h Public Se rvice  Commiss ion, Case  No. 86-
057-07. Direct te s timony submitted January 15, 1988. Cross  examined March 30, 1988.

"In the  Ma tte r of the  Applica tion of Utah Power and Light Company for an Orde r Approving a
Power Purchase  Agreement,"Uta h Public Se rvice  Commiss ion, Case  No. 87-035-18. Ora l
te s timony de live red July 8, 1987.

"Cogene ra tion: Sma ll Power P roduction,"Fede ra l Ene rgy Regula tory Commis s ion , Docke t
No. RM87-12-000. S ta tement on beha lf of S ta te  of Utah de live red March 27, 1987, in San
Francisco.
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"In the  Matte r of the  Inves tiga tion of Ra tes  for Backup, Maintenance , Supplementa ry, and
Standby Power for Utah Power and Light Company," Uta h Public Se rvice  Commiss ion, Case
No. 86-035-13. Direct te s timony submitted January 5, 1987. Case  se ttled by s tipula tion
approved August 1987.

"In the  Matte r of the  Applica tion of Sunnys ide  Cogene ra tion Associa te s  for Approva l of the
Cogenera tion Power Purchase  Agreement,"Uta h Public Se rvice  Commiss ion, Case  No. 86-
2018-01. Rebutta l te s timony submitted July 16, 1986. Cross  examined July 17, 1986.

"In the  Matte r of the  Inves tiga tion of Demand-S ide  Alte rna tives  to Capacity Expans ion for
Ele ctric Utilitie s ," Uta h Public Se rvice  Commiss ion, Case  No. 84-999-20. Direct te s timony
submitted June  17, 1985. Rebutta l tes timony submitted July 29, 1985. Cross  examined August
19, 1985 .

"In the  Matte r of the  Implementa tion of Rules  Governing Cogenera tion and Small Power
P roduction in Uta h," Uta h Public Service  Commiss ion, Case  No. 80-999-06, pp. 1293-1318.
Direct te s timony submitted January 13, 1984 (avoided cos ts ), May 9, 1986 (security for leve lized
contracts) and November 17, 1986 (avoided costs). Cross-examined February 29, 1984
(avoided cos ts ), April 11, 1985 (s tandard form contracts ), May 22-23, 1986 (security for
leve lized contracts) and December 16-17, 1986 (avoided costs).

OTHER RELATED ACTIVITY

Participant, Oregon Direct Access  Task Force  (UM 1081), May 2003 to November 2003 .

Pa rticipant, Michigan S tranded Cos t Collabora tive , March 2003 to March 2004.

Member, Arizona  Electric Compe tition Advisory Group, December 2002 to pre sent.

Board of Directors , ex-officio, Dese rt STAR RTO, September 1999 to Februa ry 2002.

Member, Advisory Committee , Dese rt STAR RTO, September 1999 to Februa ry 2002. Acting
Chairman, October 2000 to February 2002.

Board of Directors , Arizona  Independent Scheduling Adminis tra tor Associa tion, Octobe r 1998 to
present.

Acting Cha irman, Opera ting Committee , Arizona  Independent Scheduling Adminis tra tor
Associa tion, October 1998 to June  1999.
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Member, Dese rt S ta r ISO Inves tiga tion Working Groups: Opera tions , Pricing, and Governance ,
April 1997 to December 1999. Lega l & Negotia ting Committe e , April 1999 to December 1999.

Participant, Independent Sys tem Opera tor and Spot Marke t Working Group, Arizona
Corpora tion Commiss ion, April 1997 to September 1997.

Pa rticipant, Unbundled Se rvices  and S tandard Offe r Working Group, Arizona  Corpora tion
Commiss ion, April 1997 to Octobe r 1997.

Pa rticipant, Cus tomer Se lection Working Group, Arizona  Corpora tion Commiss ion, March 1997
to September 1997.

Member, S tranded Cos t Working Group, Arizona  Corpora tion Commiss ion, March 1997 to
September 1997.

Me mbe r, Ele ctric Sys te m Re lia bility & Sa fe ty Working Group, Arizona  Corpora tion
Commission, November 1996 to September 1998.

Chairman, Sa lt Pa lace  Renovation and Expansion Committee , Sa lt Lake  County/Sta te  of
Utah/Sa lt Lake  City, multi-gove rnment entity re spons ible  for implementa tion of planning,
des ign, finance , and construction of an $85 million renova tion of the  Sa lt Pa lace  Convention
Cente r, Sa lt Lake  City, Utah, May 1991 to December 1994.

S ta te  of Utah Representa tive , Committee  on Regiona l Electric Power Coopera tion, a  joint e ffort
of the  Western Intersta te  Energy Board and the  Western Conference  of Public Service
Commissioners, January 1987 to December 1990.

Member, Utah Governor's  Economic Coordina ting Committee , January 1987 to December 1990.

Chairman, S tandard Contract Task Force , es tablished by Utah Public Service  Commission to
address  contractua l problems re la ting to qua lifying facility sa les  under PURPA, March 1986 to
December 1990.

Chairman, Load Management and Energy Conserva tion Task Force , Utah Public Service
Commission, August 1985 to December 1990. .

Alte rna te  Delega te  for Utah, Weste rn Inte rs ta te  Energy Board, Denver, Colorado, August 1985 to
December 1990.

Article s  Editor, Economic Forum, September 1980 to August 1981 .
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AECC Recommended Rate Base Adjustments

AECC Recommended Revenue and Expense Adjustments

s

' in

Schedule KCH-1
Page 4 of4

Summary of AECC Revenue Requirement Adjustments

Acc Jurisdiction

Line

M

AECC
Add'I

Springerville
Unit No. 1

(a)

AECC
Short Term

Sales Exclusion
Reversal

(b)

Line

M

1 Rate Base 0 0

AECC
Implementation
Cost Regulatory

Asset

(¢;)
(11,181)

AECC
Luna Plant
Adjustment
Reversal

(d)
46,456 1

Acc Jurisdiction

Lin e
No .

AECC
Add'l

Springerville
Unit No. 1

(a)

AECC
Short Term

Sales Exclusion
Reversal

(b)

AECC
Implementation
Cost Regulatory

Asset

(C)

AECC
Luna Plant
Adjustment
Reversal

(d)

Line
No.

2
3
4
5
6

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
0
0
0

0
73,439

0
73,439

0
0
0
0

0
0
0
0

z
3
4
5
8

7
8
9
10
11
12
13
14
15

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power . Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
0
0

(30,357)
0
0

12,021
(18,336)

28,799
0

20,782
0
0
0

9,455
59,016

0
0
0
0

(3,900)
0

1,544
(2,355)

0
(15,088)

0
1,981

0
8

5,181
(7,912)

1
8
9

10
11
12
13
14
15

16 Operating Income 18,336 14,423 z,sss 7,912 16

Sunportinq Schedules
(a) AECC Schedule KcH-2, p. 1
(b) AECC Schedule KCH-3, p. 1
(c) AECC Schedule KCH~4, p. 1
ld) AECC Schedule KCH-5, p. 1



(30,453)

*

W

Schedule KCH-2
Page 1 of 2

AECC Adjustment to Springewille Unit No. 1 Fixed Cost Recovery

Jurisdictional Demand Allocation Factor
Jurisdictional O&M Allocation Factor

94.53%
95.68%

(b)
(b)

Total Company Jurisdictional

Line
No.

AECC
Springewille

Unit No. 1
(a)

AECC
Springerville

unit No. 1
Line
No.

1
2
3
4
5

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
0
0
0

0
0
0
0

1
2
3
4
5

6
1
8
9

10
11
12
13
14

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
0
0

(32,095)
0
0

12,110
(19,385)

0
0
0

(30,357)
0
0

12,021
(18,336)

6
7
8
9

10
11
12
13
14

15 Operating Income 19,385 18,336 15

16 Gross Revenue Converslon Factor 1.8609 (c) LG

17 Impact on Revenue Requirement (-15 x 16) 17

Income Tax Calculation
Change in Revenue 0 0

Change in O&M Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

(32,095)
0
0

(30,357)
0
0

Change in Operating Income Before Income Taxes

Income Tax Adjustments:

32,095 30,357

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

32,095

39.600% (c)

30,357

39.600% (c)

Change in Income Tax Expense Before Credits 12,710 12,021

Change in Income Tax Credits 0 0

Total Change in Income Taxes 12,110 12,021

SupportinqSchedulesIData Source
(a) TEP Income - Springerville Unit 1.xls
(b) 2007 TEP Rev Req ModeI.xls
(c) TEP Schedule C-3



"5 Schedule KCH-2
Page 2 of 2

Adjustment to Springewille Unit No. 1 Fixed Cost Recovery
Test Year Ended December 31, 2006

Line

(a) (b)

Operations & Maintenance

FERC

(C) (d)

TEP
G1L1

Ce)

TEP
Proposed
Allowed'

(f)

TEP
Adjustment'

(Q)

AECC
Proposed

Allowed

(h)

AECC
Adjustment

to TEP
Proposed

(i)

Line

_NM
(j)

1
2
3
4
5
6
7
s
9

10
11

500
502
505
506
507
510
511
512
513
514

O&M Sub-Total

Lease Expense

$630,417
$6,495,149

$502,754
$974,565

ssh ,8s7,1 ea
$751,565
$503,659

$6,860,839
so ,011 ,z14
so ,575,182

$81,232,631

$868,566
$8,948,779

$692,677
$1 ,342,720

$B5,224,576
$1 ,049,394

$693,923
$9,452,613
$1,475,579
$2,170,229

$111,919,355

$238,149
$2,453,630

$189,922
$368,155

523,387,388
$2s7/729
$190,254

$2,591 ,774
$404,655
$595,045

$30,685,724

$630,417
$6,495,149

$502,754
$974,565

$61 ,857,188
$761,865
$503,659

$6,860,839
$1 ,011 ,214
$1 ,515,182

$81,232,631

($238,149)
($2,453,630)

($189,922)
($36B,155)

($23,367,388)
($287,729)
($190,264)

($2,591,774)
($404,665)
($595,046)

(s:so,s8s,1z4)

1
2
3
4
5
6
7
8
9

10
11

Administrative s. General
12
13
14
15
16
17
18
19
20

920
921
923
924
925
926
930
931

A&G Sub-Total

$767,057
$289,224
$187,116
$517,624

$72,478
$1 ,a4s,91 a

$34,507
$15,744

53,727,668

$1 ,056,B23
$398,452
$257,s01
$713,1 so

$99,B57
$2,540,483

$47,543
$21 ,591

$5,135,845

$2s9,7ss
$109,258

$70,es6
$195,540

$27,379
$696,565

$13,036
$5,947

$1 ,40s,171

$767,057
$2B9,224
$187,115
$517,624

$72,-17s
s1343,91 s

$34,507
815,744

$3,727,668

($289,1s6)
($1D9,258)

($70,686)
($195,540)

($27,379)
($69S,565)

($13,036)
(55,947)

($1,40s,117)

12
13
14
15
16
1 1
18
19
20

21 Total Adjustment to Cost of Service 584,960,299 $117,055,200 $32,094,901 $B4,950,299 (s3z,094,901) 21

22
23
24

SP Unit 1 Nameplate Rating (MW)
Cost per kW per Year
Cost per kW per Month

380
$223.58

$18.63
= [O8~M + A&G] / Rating (MW) = Ln 21 + [Ln 22 x 1000]
= Cost per MW per year+ 12 = Lm 23 + 12

22
pa
24

25 $25.67 x 380 x 12 x 25

26

Calculation of Proposed Sprinqewille Unit #1 Allowed Expenses

(a) TEP Proposed Allowed SP1 Expenses

(b) AECC Proposed Allowed SP1 Expenses $18.63 x 380 X 12 x

1,000

1,000

$111,0s5,200

$84,980,299 26

Data Source
(1) TEP Pro Forma Adjustment Workpaper "Income - Springerville Unit 1.xls"



(23,954)

* Schedule KCH-3
Page 1 of 1

AECC Adjustment to Short Term Sales Margin

Jurisdictional Demand Allocation Factor 94.53% (b)

Total Company Jurisdictional

Line

M

AECC
Short Term

Sales Exclusion
Reversal

(a)

AECC
Short Term

Sales Exclusion
Reversal

Line
No .

1
2
3
4
5

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
77,685

0
77,685

0
73,439

0
73,439

1
2
3
4
5

s
7
8
g

10
11
12
13
14

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations 8= Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

30,464
0

21,962
0
0
0

10,003
62,429

28,799
0

20,762
0
0
0

9,456
59,016

6
7
8
9

10
11
12
13
14

15 Operating Income 15,256 14,423 15

16 Gross Revenue Conversion Factor 1.6609 (C) 16

17 Impact on Revenue Requirement (-17 x 18) 17

Income Tax Calculation
Change in Revenue 77,685 73,439

Change in O&M Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

52,426
0
0

49,561
0
0

Change in Operating Income Before Income Taxes 25,259 23,878

Income Tax Adjustments:

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

25,259

39.600% (c)

23,878

39.600% (C)

10,003 9,45e

0 0

Change in Income Tax Expense Before Credits

Change in Income Tax Credits

Total Change in Income Taxes 10,003 9,456

Supporting SchedulesIData Source
(a) TEP Schedule C-2, p- 2 of 8
(b) 2007 TEP Rev Req Model.xls
(c) TEP Schedule C-3



(5,463)

r

Schedule KCH-4
Page 1 of 3

AECC Adjustment to Implementation Cost Regulatory Asset

Jurisdictional Allocation Factor 100.00% (b)

Jurisdictional

Line
No.

AECC
Implementation
Cost Regulatory

Asset
Line
No.

1 Rate Base

Total Company

AECC
Implementation
Cost Regulatory

Asset
(al

(11 ,181) (11,181) 1

2
3
4
5
6

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
0
0
0

0
o
0
0

2
3
4
5
6

7
8
9
10
11
12
13
14
15

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
0
0
0

(3,900)
0

1,544
(2,355)

0
0
0
0

(8,900)
0

1,544
(2,355)

7
8
9
10
11
12
13
14
15

16 Operating Income 2,as5 z,ass 16

17 Gross Revenue Conversion Factor 1.6609 (c) 17

18 Impact on Revenue Requirement (-[16 x 17] + [8.35% x 1 x 17]) 18

Income Tax Calculation
Change in Revenue 0 0

a

Change In O&M Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

0
(3,900)

0

0
(3,900)

0

Change in Operating Income Before Income Taxes 3,9o0 3,900

Income Tax Adjustments:

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

3,900

39.600% (c)

3,900

39.600% (c)

1 ,544 1,544

0 0

Change in Income Tax Expense Before Credits

Change in Income Tax Credits

Total Change in Income Taxes 1,544 1,544

Supportinq ScheduleslData Source
(a) AECC ICRA Adjustment Workpaper
(b) 2007 TEP Rev Req Model.xls
(c) TEP Schedule C-3



Q Schedule KCH~4

Page 2 of 3

AECC Regulatory Asset Adjustment

Test Year Ended December 31, 2006

TEP AECC

AECC

Adjustment

Deferred Direct Access Costs

Balance of regulatory asset in FERC 182.3 (deferred amortization) @ 12/31/06

Total Direct Access Costs to be recovered in Rate Base

$11,153,016

$11,153,016

$11 ,153,016

$11,153,016

$0

$0

TEP Adjustment to test year expense

Amortization of Direct Access Costs over 4 years.

14

$2,788,254

/4

$2,788,254 $0

Explanation of declass of intangible plant to requlatorv asset:

The balance in the regulatory asset represents deferred amortization of the capitalized direct access costs,

Deferred Divestiture Costs

Balance of regulatory asset in FERC 182.3 (defeaTed amortization) @ 12/31/06

Total Deferred Divestiture Costs to be recovered in Rate Base

$1 ,193,003

$1,193,003

$1 ,193,003

$1,193,003

$0

$0

TEP Adiustment to test year expense

Amortization of Deferred Divestiture Costs over 4 years.

14

$298,251

14

$298,251 $0

Reason for Adiustment

To increase rate base for divestiture costs deferred in accordance with Decision No. 60977 and Decision No. 82102.

Deferred GenCo Separation Costs

Balance of regulatory asset in FERC 182.8 (deferred amortization) @ 12/31/06

Total Deferred GenCo Separation Costs to be recovered in Rate Base

$154,025

$164,026

$164,026

$164,026

$0

$0

TEP Adiustmont to test year expense

Amortization of Deferred GenCo Separation Costs over 4 years.

14

$41,007

/4

$41 ,007 so

Reason for Adiustment

To increase rate base for GenCo separation costs deferred in accordance with Decision No. 62103.

San Juan Coal Contract Amendment

Contract Amendment Fee Paid

Plus Transaction Costs (attorneys fees)

Less Tax Refund

Total San Juan Contract Amendment Fees to be recovered in Rate Base

$15,413.887

155,309

(see, 107)

$14,731 ,ass $81715,894 ($6,015,195)

TEP Adiustment to test year expense

Amortization of San Juan Coal Contract Termination Costs over 4 years.

14

$3,6827772

14

$1,473,109 ($2,209,663)

Reason for Adjustment

To reflect in rate base the consideration paid to amend the former goal contract for the San Juan generation station,

l II



I-

Schedule KCH4

Page 3 of 3

AECC Regulatory Asset Adjustment
Test Year Ended December 31, 2006

TEP AECC

AECC

Adjustment

Sundt Coal Contract Termination Fee
Contract Fee Paid
Plus Transaction Costs (economic consultant)

Total Sundt Coal Contract Termination Fee to be recovered inRate Base

$11 ,250,000
9,934

$11,259,984 $6,093,750 ($5,166,1B4)

TEP Adiustment to test year expense
Amortization of Sundt Coal Termination Fee over 4 years.

14
$2,814,984

/4
s1,125,000 ($1,689,9a4)

Reason for Adiustment
To reflect in rate base the consideration paid to terminate the coal contract for the Sundt generation station.

Deferred Desert Star and West Connect Funding
Desert Star long term receivable
Desert Star longterm interest receivable
West Connect charges
Plus Related Outside CounselCosts

Total Deferred Desert Star and West Connect Funding to be recovered inRate Base.

$446,129
251 ,970
273,445
731,254

$1 ,702,798

$446,129
251 ,970
273,445
731 ,254

$1,702,798

$0
0
0
o

$0

TEP Adiustment to test year expense
Amortization of Deferred Desert Star and West Connect Funding.

14
$425,700

/4
$425,700 $0

Reason for Adiustment
To reflect in rate base the funding and related mosts for Desert Star and West Connect.

Financing Costs - Generation
Financing Costs - Generation

Total Deferred Financing Costs - Generation to be recovered in Rate Base.

$7,251 ,358
57,251,355

$7,251 ,358
$7,251,355

$0
so

TEP Adiustment to test year expense
Amortization of Financing Costs - Generation.

14
$1,812,540

14
$1,812,840 $0

Reason for Adjustment
To reflect in rate base the financing mosts for generation.

Total 182.3 Regulatory Assets 547,455,224 $36,273,845 ($11,1B1,3'/9)

Annual Amortization $11 ,863,B06 $7,964,159 ($3,899,647}

l H H  l l l I I
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Schedule KCH-5
Page 1 of 1

AECC Adjustment to Luna Plant

Jurisdictional Demand Allocation Factor 94.58% (b)

Jurisdictional

Line
No.

AECC
Luna Plant
Adjustment

Reversal
Line
No.

1 Rate Base (Luna OCRB + Luna ADIT)

Total Company

AECC
Luna Plant
Adjustment

Reversal
(8)

49,141 46,456 1

2
3
4
5
e

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Reveue

Total Operating Revenues

0
0
0
0

0
0
0
0

2
3
4
5
s

1
8
g
10
11
12
13
14
15

Operating Expenses
Fuel Expense
Purchased Power - Demand
Purchased Power - Energy
Other Operations & Maintenance Expense
Depreciation and Amortization
Taxes Other than Income
Income Taxes

Total Operating Expenses

0
(15,960)

0
z,09s

0
8

5,481
(8,369)

0
(15,088)

0
1,981

0
8

5,187
(7,912)

7
8
9
10
11
12
13
14
15

LG Operating Income 8,369 1,912 15

17 Gross Revenue Conversion Factor 1.6609 (c) 17

18 Impact on Revenue Requirement (-[16 x 17] + [8.35% x 1 x 17]) 18

Income Tax Calculation
Change in Revenue 0 0

Change in O&M Expenses
Change in Depreciation and Amortization
Change in Taxes, Other than Income

(13,864)
0
8

(13,106)
0
8

Change in Operating Income Before Income Taxes

Income Tax Adjustments:

13,856 13,099

Change in Net Schedule M Items
Change in Synchronized Interest

0
0

0
0

Change in Taxable Operating Income

Effective FIT & SIT Tax Rate

13,856

39.600% (C)

13,099

39.600% (c)

5,487 5,181

0 0

Change in Income Tax Expense Before Credits

Change in Income Tax Credits

Total Change in Income Taxes 5,481 5,187

Supporting ScheduleslData Source
(a) TEP Luna Plant and ADIT Adjustment Workpapers
(b) 2007 TEP Rev Req ModeI.xls
(c) TEP Schedule C-3

l Lu  mu l l 1111-11
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